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The  White  House, 

January  24,  1956. 

To  the  Congress  of  the  United  States: 

I  am  herewith  presenting  my  Economic  Report,  as  required  by  Section 
3  (a)  of  the  Employment  Act  of  1946. 

In  preparing  this  Ref>ort,  I  have  had  the  assistance  and  advice  of  the 
Council  of  Economic  Advisers.  I  have  also  had  the  advice  of  the  heads 
of  executive  departments  and  independent  agencies. 

Since  my  Report  is  long,  I  present  below,  largely  in  the  words  of  the 
Report  itself,  what  I  regard  as  its  highlights. 

Recent  Economic  Achievements 

Full  employment,  rising  incomes,  and  a  stable  dollar  have  been  cher¬ 
ished  goals  of  our  society.  The  practical  attainment  of  these  ideals  during 
1955  was  the  year’s  great  economic  achievement. 

The  past  year  has  brought  fresh  witness  to  the  basic  strength  and  resil¬ 
iency  of  our  economy.  We  have  broken  through  to  new  and  higher  ground, 
and  have  reached  the  threshold  of  a  400  billion  dollar  economy. 

Whether  we  observe  economic  activity  at  the  stage  of  production,  or 
employment,  or  income  disbursement,  or  consumer  spending,  we  find  evi¬ 
dence  of  progress  and  prosperity.  The  Nation’s  expanding  income  is  being 
shared  widely.  Employment  and  wages  are  at  record  levels.  Both  invest¬ 
ment  and  consumer  spending  are  going  forward  at  a  good  pace.  Some 
groups  of  people  have  not,  however,  enjoyed  a  full  measure  of  prosperity, 
and  we  must  keep  that  fact  before  us  as  we  build  for  the  future. 

The  Role  of  Government 

The  mainspring  of  our  economy  is  to  be  found  in  the  qualities  of  the 
American  people.  Given  free  institutions  and  a  favorable  physical  environ¬ 
ment,  an  expanding  economy  is  the  natural  fruit  of  the  enterprise  of  such 
a  people. 

Today,  we  believe  as  strongly  in  economic  progress  through  free  and 
competitive  enterprise  as  our  fathers  did,  and  we  resent  as  they  did  any 
unnecessary  intrusion  of  Government  into  private  affairs.  But  we  have 
also  come  to  believe  that  progress  need  not  proceed  as  irregularly  as  in 
the  past,  and  that  the  Federal  Government  has  the  capacity  to  mod¬ 
erate  economic  fluctuations  without  becoming  a  dominant  factor  in  our 
economy. 


Our  governmental  jx)licies  have  concentrated  on  building  an  economic 
environment  that  favors  an  orderly  expansion  of  private  activities.  The 
Federal  Government  has  not  sought  to  maintain  good  times  by  expanding 
our  already  huge  governmental  outlays  or  by  permitting  the  value  of  money 
to  depreciate. 

The  Administration  has  sought,  in  cooperation  with  the  Congress,  to 
discharge  its  responsibility  through  a  series  of  closely  related  policies.  First, 
by  removing  direct  controls  over  prices  and  wages,  which  had  outlived 
their  usefulness.  Second,  by  preserving  an  actively  competitive  environ¬ 
ment  and  assisting  new  and  small  businesses.  Third,  by  curtailing 
governmental  activities  that  could  be  handled  as  well  or  better  by  private 
enterprise.  Fourth,  by  restricting  public  expenditures,  and  yet  adding  to 
the  country’s  defensive  strength  and  its  stock  of  public  assets,  especially 
highways,  hospitals,  and  educational  facilities.  Fifth,  by  lightening  the 
burden  of  taxes  imposed  on  individuals  and  businesses.  Sixth,  by  extend¬ 
ing  the  ties  of  trade  and  investment  with  other  nations  of  the  Free  World. 
Seventh,  by  tempering  the  impact  of  unemployment,  old  age,  illness,  and 
blighted  neighborhoods  on  people,  yet  not  impairing  self-reliance.  Eighth, 
by  extending  the  automatic  workings  of  our  fiscal  system  that  tend  to  offset  or 
cushion  changes  in  income  arising  from  changes  in  economic  activity. 
Ninth,  by  attacking  fundamental  causes  of  weakness  in  the  farm  situation. 
Tenth,  by  acting  promptly  and  resolutely  when  either  recessionary  or 
inflationary  influences  in  the  general  economy  became  evident. 

To  help  keep  our  surging  economy  in  a  healthy  condition  the  Govern¬ 
ment  in  1955  held  the  tax  line.  The  Federal  Reserve  System  shifted  from 
a  policy  of  active  credit  ease  to  one  of  moderate  restraint.  These  policies 
contributed  in  large  degree  to  the  achievement  and  maintenance  of  pros¬ 
perity  without  price  inflation. 

Extending  Prosperity 

A  period  of  general  prosperity,  such  as  we  have  recently  been  experiencing, 
presents  a  challenge  to  an  intelligent  citizenry.  We  must  find  ways  and 
means  of  extending  prosperity  to  the  less  flourishing  sectors  of  our  economy. 

The  position  of  farmers  in  our  dynamic  economy  has  aroused  deep  con¬ 
cern.  It  is  imperative  that  we  strengthen  farm  programs  on  the  basis  of 
a  realistic  appraisal  of  the  present  situation. 

The  persisting  decline  in  farm  prices  and  incomes  reflects  a  continuing 
imbalance  between  farm  output  and  its  ultimate  disposition.  The  imbal¬ 
ance  and  resulting  huge  surpluses  are  to  be  traced  largely  to  the- techno¬ 
logical  revolution  in  American  agriculture,  changing  domestic  demands  for 
farm  products,  the  expansion  of  agricultural  production  abroad,  and  the 
repeated  extension  of  wartime  price-support  levels  long  after  the  end  of 
World  War  II. 

Many  parts  of  our  agricultural  policy  are  working  well  and  require  only 
moderate  changes.  Together  with  the  nine- point  program  built  around 
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the  Soil  Bank  put  forward  in  the  recent  Message  on  Agriculture,  they  con¬ 
stitute  a  many-sided  attack  on  the  ills  that  beset  agriculture.  There  is 
no  easy  cure  for  persisting  surplus  conditions.  The  programs  now  recom¬ 
mended,  if  framed  wisely  and  adopted  promptly,  will  promote  the  welfare 
of  farmers  and  the  Nation. 

The  basic  cause  of  low  incomes  is  low  productivity,  irregular  employment, 
or  both.  The  Government  can  do  a  great  deal  to  help  people  who  have 
been  left  behind  in  the  onrush  of  progress  by  undertaking  special  programs 
for  raising  their  productivity. 

One  of  the  largest  groups  of  low-income  families  is  in  rural  areas,  mostly 
on  farms  too  small  for  efficient  operation.  The  Rural  Development  Pro¬ 
gram  is  a  soundly  conceived  approach  to  helping  these  farm  families  raise 
their  productivity  and  thereby  improve  their  economic  status.  Legislation 
is  needed  which  will  permit  the  program  to  be  expanded  in  line  with  recom¬ 
mendations  made  last  year. 

To  cope  with  chronic  unemployment  which  has  persisted  in  some  com¬ 
munities,  despite  the  attainment  of  practically  full  employment  in  the 
Nation  at  large,  a  new  Area  Assistance  Program  is  recommended. 

Vocational  rehabilitation,  widened  coverage  of  the  Federal  Old-Age  and 
Survivors  Insurance  Program,  and  housing  needs  of  older  people  are  fields 
in  which  advances  should  be  made. 

Relatively  few  people  are  as  yet  protected  by  insurance  against  cata¬ 
strophic  illness.  The  pooling  of  risks  by  private  carriers,  or  if  need  be 
through  a  Federal  program,  would  help  meet  this  problem. 

A  joint  Federal-State  program  for  indemnifying  flood  victims  on  losses 
to  real  property,  business  inventories,  and  household  effects  should  be 
autliorized. 

Building  for  Future  Prosperity 

Lasting  prosperity  of  the  Nation  depends  far  more  on  what  individuals 
do  for  themselves  than  on  what  the  Federal  Government  does  or  can  do 
for  them.  The  rate  of  our  economic  advance  in  the  years  ahead  will 
depend  largely  on  our  ability  as  a  people  to  preserve  an  environment  that 
rewards  individual  initiative  and  encourages  enterprise,  innovation,  and 
investment. 

Government  can  contribute  to  the  strengthening  of  competitive  enterprise 
through  monetary,  fiscal,  and  housekeeping  policies  that  promote  high  and 
rising  levels  of  economic  activity;  by  helping  small  and  medium-sized  busi¬ 
nesses  overcome  impediments  to  their  expansion;  and  by  vigorous  measures 
for  preventing  monopolistic  practices  and  combinations. 

For  the  present  fiscal  year  a  balanced  budget  is  in  prospect.  Once  a 
budgetary  surplus  comes  definitely  into  sight  and  economic  conditions  con¬ 
tinue  to  be  favorable,  we  should  begin  reducing  our  huge  public  debt.  Such 
an  act  of  fiscal  integrity  would  signify  with  unmistakable  clarity  that  our 
democracy  is  capable  of  self-discipline. 
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To  help  meet  the  pressing  need  for  more  schoolrooms,  the  Congress  is 
urged  to  authorize  a  program  of  Federal  aid  for  school  construction  which, 
over  a  five-year  period,  could  be  expected  to  stimulate  the  States  and 
localities  to  sufficiently  greater  efforts  to  remove  the  accumulated  shortages. 

The  country  urgently  needs  a  modernized  interstate  highway  system  to 
relieve  existing  congestion,  to  provide  for  the  exjjected  growth  of  motor 
vehicle  traffic,  to  strengthen  the  Nation’s  defenses,  to  reduce  the  toll  of 
human  life  exacted  each  year  in  highway  accidents,  and  to  promote 
economic  development. 

The  development  of  consumer  instalment  credit  has  been  highly  beneficial 
to  our  economy.  However,  it  sometimes  accentuates  movements  in  the  buy¬ 
ing  of  consumer  durable  goods.  Although  present  conditions  do  not  call 
for  the  use  of  any  authority  to  regulate  the  terms  of  instalment  credit,  this  is 
a  good  time  for  the  Congress  and  the  Executive  Branch  to  study  the  problem. 

Sound  policies  to  promote  the  expansion  of  the  international  flow  of 
goods,  capital,  enterprise,  and  technology  will  powerfully  advance  our 
national  security  and  economic  welfare,  and  help  to  build  a  stronger  and 
more  unified  community  of  free  nations. 

Early  passage  of  legislation  authorizing  membership  of  the  United  States 
in  the  Organization  for  Trade  Cooperation  and  providing  for  further  cus¬ 
toms  simplification  is  of  high  importance. 

Conclusion 

Foresight  has  helped  our  Nation  make  great  strides  in  recent  years  toward 
a  balanced  and  sustained  prosperity.  We  have  succeeded  in  expanding  the 
scope  of  free  enterprise,  and  yet  increased  the  sense  of  security  that  people 
need  in  a  highly  industrialized  age. 

Taking  recent  developments  all  together,  it  is  reasonable  to  expect  that 
high  levels  of  production,  employment,  and  income  will  be  broadly  sustained 
during  the  coming  year,  and  that  underlying  conditions  will  remain  favor¬ 
able  to  further  economic  growth. 

Great  opportunities  lie  ahead  for  American  businessmen,  consumers, 
workers,  farmers,  and  investors.  The  recommendations  of  this  Report 
should  be  helpful  in  the  realization  of  these  opportunities. 

Dwioht  D.  Eisenhower. 
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Chapter  1 

Recent  Economic  Achievements 

Ten  momentous  years  have  elapsed  since  passage  of  the  Em¬ 
ployment  Act.  Opinions  may  differ  concerning  the  economic  policies 
that  have  been  pursued  in  this  critical  period  in  national  and  world 
affairs.  Yet  there  is  broad  agreement  that  the  American  economy  has 
met  severe  tests  with  considerable  success,  and  that  the  Employment  Act 
has  provided  sound  guidance  and  serviceable  procedures  for  promoting 
economic  growth  and  stability.  The  past  year  brought  fresh  witness  to 
the  basic  strength  and  resiliency  of  our  economy,  its  expansive  power,  and 
its  contribution  to  improving  the  living  of  Americans.  As  we  look  to  the 
future,  there  is  ground  for  confidence  that  our  economic  progress  will 
continue  despite  occasional  strains  and  setbacks,  that  means  of  easing 
strains  and  moderating  setbacks  are  at  hand,  and  that  the  good  times  we  are 
now  generally  experiencing  will  be  extended  to  sectors  of  the  economy  which 
have  lagged  in  the  advance  of  prosperity. 

I.  New  Levels  of  Economic  Activitv 

Our  economy  has  broken  through  to  new  and  higher  ground,  which 
the  charts  and  tables  of  this  Report  delineate.  We  have  reached  the  thresh¬ 
old  of  a  400  billion  dollar  economy,  and  the  recent  advance  has  been 
accomplished  without  the  sp)ccious  aid  of  price  inflation. 

The  rapidity  of  recent  progress  is  seen  most  clearly  in  aggregate  measures 
of  economic  activity  that  allow  for  seasonal  variations.  The  most  compre¬ 
hensive  of  these  measures  is  the  gross  national  product — that  is,  the  dollar 
value  of  the  Nation’s  total  output  of  commodities  and  services.  In  the  sec¬ 
ond  quarter  of  1954  our  national  product  was  being  turned  out  at  an  annual 
rate  of  358  billion  dollars.  A  year  later  it  was  385  billion,  or  about  7j4  per¬ 
cent  larger.  At  present  it  is  397  billion,  if  not  higher.  The  level  of  activity  in 
1953,  when  the  rate  of  output  was  369  billion  dollars  at  its  highest,  is  well 
behind  us. 

Another  comprehensive  measure  of  economic  activity  is  civilian  employ¬ 
ment — that  is,  the  number  of  men  and  women,  outside  the  Armed  Forces, 
who  work  in  their  own  businesses  or  are  employed  by  others.  At  the  peak 
of  the  economic  expansion  which  culminated  in  July  1953,  about  62.5  mil¬ 
lion  men  and  women  were  at  work.  A  year  later,  employment  was  reduced 
to  61  million.  Since  then  employment  has  risen  rather  steadily,  passing 
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the  62  million  mark  in  April  1955  and  reaching  64.6  million  in  December. 
Here  too,  even  the  best  levels  of  1953  have  been  surpassed. 

Still  another  comprehensive  measure  of  economic  activity  is  the  amount 
of  income  disbursed  to  people  by  private  industry  and  government.  In 
the  second  quarter  of  1953,  incomes  were  flowing  to  individuals  at  an  annual 
rate  of  slightly  over  290  billion  dollars.  A  year  later,  despite  some  contrac¬ 
tion  in  economic  activity,  incomes  were  a  half  billion  higher.  The  recent 
expansion  has  brought  income  disbursements  to  an  annual  rate  of  318  billion 
dollars.  This  increase  in  dollar  income  during  the  past  two  to  three  years 
has  constituted  a  genuine  addition  to  buying  jxjwer,  since  average  prices  in 
consumer  markets  have  been  virtually  steady  while  taxes  have  been  lower. 

Moreover,  the  Nation’s  expanding  income  has  been  shared  widely.  For 
example,  the  average  weekly  w'age  of  manufacturing  workers,  exclusive  of 
the  clerical  and  supervisory  forces,  was  $79.90  last  December,  in  contrast  to 
$71.50  eighteen  months  earlier.  Farm  operators  on  the  whole  have  lagged 
behind  other  groups,  though  many  farm  people  are  sharing  in  the  increase  of 
employment  opportunities  off  the  farm.  Labor  income — that  is,  the  sum  of 
wages,  salaries,  social  security  benefits,  and  related  payments — amounted  to 
75.0  percent  of  the  total  disbursement  of  individual  incomes  during  1954. 
Last  year  this  fraction  reached  75.4  percent,  which  is  as  high  as  it  has  ever 
been.  The  share  of  proprietors  fell  correspondingly,  with  the  brunt  of  the 
decline  borne  by  farm  proprietors.  The  share  of  investors  remained 
unchanged. 

With  incomes  generally  improving,  the  spending  of  people  has  mounted. 
Consumer  expenditures,  counting  investments  in  new  homes  besides  ordi- 

Table  1. — Changes  in  production,  employment,  and  personal  iruome,  7954—55 


Item 

Percentage  change  ' 

19.M  to 
1955* 

Second 
quarter 
1954  to 
fourth 
quarter 
1955* 

Third 
quarter 
1954  to 
fourth 
quarter 
1955* 

Fourth 
qmirter 
1954  to 
fourth 
quarter 
1955* 

PBOnUCTION 

Gross  national  product  (constant  prices)  . 

«.2 

9.0 

8.9 

6.6 

Industrial  production . 

11.2 

16. 1 

17.1 

12.5 

New  construction  (constant  prices) . 

9.4 

3.9 

KMFLOTIIBNT 

Total  civilian  employment  • . 

3.2 

5.4 

5.2 

Nonaericultural  employment  • . 

S.  2 

6.5 

4.6 

Employees  in  nonagriciiltural  establishments  * . 

3.3 

mm 

4.3 

3.7 

FKRSONAL  INCOMl 

Personal  Income  disbursements  • . 

6.5 

9.1 

8.8 

7.5 

Disposable  |)er3onal  Income  • . . 

5.7 

9.1 

8.8 

7.4 

‘  Quarterly  changes  based  on  seasonally  adjusted  data. 

•  Based  on  preliminary  data  for  fourth  quarter  1955. 

'  B;ised  ou  Bureau  of  the  Census  data.  See  Table  D-17  for  deflnitlon. 

•  Rased  on  Bureau  of  Labor  Statistics  data.  See  Table  D-22  for  definition. 

‘  Total  personal  income  plus  personal  contributions  for  social  liuurance.  See  Table  D-ll. 

•  Total  iK'rsonal  Income  less  p<‘nional  tales. 

Sources:  Department  of  Commerce,  Board  of  Qovomors  of  the  Federal  Reserve  System,  Department  of 
l  abor,  and  Council  of  Economic  Advisers. 
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Table  2. — Changes  in  gross  national  product  and  its  major  components,  1954-55 


(Billions  of  dollars,  soasonally  adjusted  annual  rates] 


Fourth 

Change  to  fourth  quarter 
1955  from— 

Item 

quarter 
leu  ■ 

Second 

quarter 

1054 

Third 

quarter 

1054 

Fourth 

quarter 

1054 

Gross  national  product;  Total . . 

3)17.3 

39.7 

38.5 

Personal  consumption  expenditures . 

257.5 

22  4 

19.6 

Gross  private  domestic  Died  Investment . 

57.8 

8. 1 

7. 1 

Change  In  business  inventories . 

5.0 

Net  foreign  investment . 

.0 

Government  purchases  of  goods  and  services; 

State  and  local . 

31.0 

M 

Federal . 

46.0 

-2.6 

-1.7 

.3 

■  Preliminary  estimates  by  Council  of  Economic  Advisers. 


Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source;  Department  of  Commerce  (except  as  noted). 


Table  3. — Distribution  oj  personal  iruome  disbursements,  1939  and  1946-55^ 


Year 

Total  per¬ 
sonal  income 
disburse¬ 
ments 
(billions  of 
dollars)* 

Percent  of  total  personal  income  disbursements 

Labor  in¬ 
come  and 
transfer 
payments 

Investment 
income  * 

Proprietors’  income 

Farm 

Nonfarm 

1939 . 

73.5 

67.6 

16.7 

■9 

9.9 

1946 . 

180.0 

60.6 

10.0 

11.8 

1947 . 

192.6 

71.1 

11.0 

10.3 

1948 . 

210.0 

70.7 

11.1 

10.2 

1949 . 

209.0 

71.7 

12.1 

6.1 

10.2 

1950 . 

220.0 

71.9 

12.3 

6.8 

10.0 

1951 . 

258.7 

72.7 

11.5 

6.2 

0.6 

1952 . 

274.9 

74.1 

11.3 

6.2 

0  3 

1953 . 

290.1 

75.4 

11.6 

4.2 

8.0 

1054 . 

292. 1 

75.0 

12. 1 

4.1 

8.0 

1955  ‘ . 

308.3 

76.4 

121 

8.0 

■  The  distribution  is'calculated  from  the  totals  of  the  various  types  of  Income.  Changes  In  numbers  of 
people  receiving  difTerent  types  of  Income  are  Ignored.  They  uiould  be  taken  Into  account  for  a  more 
complete  Interpretation. 

»  Total  personal  income  plus  personal  contributions  for  social  Insurance.  See  Table  D-11. 

*  Dividends,  interest,  and  rents. 

<  Includes  estimates  for  fourth  quarter  by  Council  of  Economic  Advisers. 

NoTt.— Percentages  will  not  necessarily  add  to  100  percent  because  of  rounding. 

Source;  Department  of  Commerce  (except  as  noted). 


nary  outlays  on  consumption,  increased  from  an  annual  rate  of  248  billion 
dollars  in  the  second  quarter  of  1954  to  274  billion  in  the  final  quarter 
of  1955.  Consumers  have  benefited  not  only  from  the  growth  of  the 
economy,  but  also  from  the  extensive  shift  of  resources  to  (Civilian  uses 
that  the  close  of  hostilities  in  Korea  and  continued  governmental  econ¬ 
omies  made  possible.  While  the  annual  rate  of  the  Nation’s  total  output 
has  increased  about  28  billion  dollars  since  the  spring  of  1953,  the  rate 
of  expenditure  in  the  consumer  sector  has  increased  a  full  30  billion.  Thus, 
the  physical  resources  and  manpower  released  by  the  Federal  Government 
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have  been  used  preponderantly  in  the  production  of  homes,  automobiles, 
television  sets,  and  the  thousand-and-one  articles  and  services  that  flow 
directly  to  consumers  and  enrich  the  ever^'day  lives  of  people.  At  the 
same  time,  the  provision  of  new  and  improved  tools  of  production,  on 
which  future  advances  in  our  living  standards  depend,  has  gone  forward 
on  an  extensive  scale. 

Thus,  whether  we  observe  economic  activity  at  the  stage  of  production, 
or  employment,  or  income  disbursement,  or  consumer  spending,  we  find 
evidence  of  progress  and  prosperity.  Employment  and  wages  are  at  record 
levels.  Profits  arc  satisfactory  in  most  industries.  Both  investment  and 
consumer  spending  are  going  forward  at  a  good  pace.  Some  groups  of 
jjeople  have  not,  however,  enjoyed  a  full  measure  of  prosperity,  and  we 
shall  need  to  keep  that  fact  before  us  as  we  build  for  the  future. 

II.  Exp.^nsion  Through  Free  Enterprise 

Many  factors  have  been  quietly  adding  to  the  strengfth  of  our  economy, 
and  the  current  expansion  is  fundamentally  an  expression  of  their  cumu¬ 
lating  force.  Among  these  factors  are  the  unexpectedly  large  upsurge  of 
population  in  the  past  decade,  the  continued  growth  of  scientific  knowledge, 
the  onrush  of  technology,  the  rapid  obsolescence  of  what  is  sometimes  re¬ 
garded  as  fixed  capital,  the  recent  development  of  long-range  investment 
planning  by  industry,  the  improved  control  over  inventories,  the  intensified 
pace  of  business  competition,  the  wide  diffusion  of  well-being  among  people, 
their  insistent  and  growing  desire  to  cam  more  and  live  better,  the  develop¬ 
ment  of  mass  markets  to  match  mass  production,  the  rebuilding  of  Western 
Europe,  the  general  recognition  of  government’s  responsibility  in  helping  to 
maintain  a  stable  prosperity,  and  the  growing  understanding  that  public 
policy  must  protect  economic  incentives  if  enterprise,  innovation,  and  invest¬ 
ment  are  to  flourish.  All  these  factors  are  and  probably  will  continue  to  be 
basic  to  our  progress,  but  several  of  them  arc  especially  noteworthy  in  the 
current  situation. 

The  recent  expansion  of  our  economy  has  occurred  in  an  environment 
of  growing  production  and  trade  in  the  Free  World.  Western  Europe,  in 
particular,  has  gained  a  level  of  economic  well-being  hitherto  unknown  on 
the  Continent.  Production  and  incomes  have  been  rising  rapidly.  Un¬ 
employment  has  virtually  disappeared  in  Great  Britain,  and  is  low  every¬ 
where  except  in  Italy.  Barriers  to  trade  and  currency  movements  have 
been  reduced.  Private  enterprise  and  competitive  markets  are  again 
widely  respected.  These  improvements  in  conditions  abroad  have  rein¬ 
forced  our  prosperity  at  home. 

The  Federal  Government  has  played  a  constructive  part  in  the  prosperity 
that  the  American  people  are  now  expieriencing  so  widely.  It  has  not, 
however,  sought  to  maintain  good  times  by  expanding  our  already  huge 
governmental  outlays  or  by  permitting  the  value  of  money  to  depreciate. 
Recognizing  that  these  alluring  short  cuts  to  a  high  level  of  economic 
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activity  have  all  too  often  brought  disaster  to  nations,  our  governmental 
policies  have  concentrated  on  building  an  economic  environment  that  favors 
an  orderly  expansion  of  private  activities. 

The  demands  of  modem  life  and  the  continuing  threat  of  Communist 
aggression  require  a  much  higher  level  of  taxes  and  a  larger  role  of  Govern¬ 
ment  in  economic  affairs  than  suited  earlier  generations.  This  very  fact 
imposes  a  responsibility  on  the  Government  to  pursue  policies  that  will 
help  to  keep  the  private  economy  strong  and  growing.  The  Administration 
has  sought,  in  cooperation  with  the  Congress,  to  discharge  its  responsibility 
through  a  series  of  closely  related  policies.  First,  by  removing  direct  con¬ 
trols  over  prices  and  wages,  which  had  outlived  their  usefulness.  Second, 
by  preserving  an  actively  competitive  environment  and  assisting  new  and 
small  businesses.  Third,  by  curtailing  governmental  activities  that  could 
be  handled  as  well  or  better  by  private  enterprise.  Fourth,  by  restricting 
public  expenditures,  and  yet  adding  to  the  country’s  defensive  strength  and 
its  stock  of  public  assets,  especially  highways,  hospitals,  and  educational 
facilities.  Fifth,  by  lightening  the  burden  of  taxes  imposed  on  individuals 
and  businesses.  Sixth,  by  extending  the  ties  of  trade  and  investment  with 
other  nations  of  the  Free  World.  Seventh,  by  tempering  the  impact  of 
unemployment,  old  age,  illness,  and  blighted  neighborhoods  on  people,  yet 
not  impairing  self-reliance.  Eighth,  by  extending  the  automatic  workings  of 
our  fiscal  system  that  tend  to  offset  or  cushion  changes  in  income  arising  from 
changes  in  economic  activity.  Ninth,  by  attacking  fundamental  causes  of 
weakness  in  the  farm  situation.  Tenth,  by  acting  promptly  and  resolutely 
when  either  recessionary  or  inflationary  influences  in  the  general  economy 
became  evident. 

By  recognizing  the  vital  importance  in  our  times  both  of  free  enterprise 
and  of  a  sense  of  economic  security,  these  directions  of  governmental  policy 
have  served  to  enlarge  the  horizons  of  businessmen,  workers,  investors,  and 
consumers,  and  have  stimulated  people  to  bolder  economic  actions  and 
undertakings.  This,  in  essence,  has  been  the  Government’s  role  in  the 
recent  expansion. 

The  expansion  itself  has  been  carried  through  by  private  citizens,  who 
freely  applied  their  energies  and  resources  to  bettering  themselves,  their 
families,  and  their  communities.  Between  the  second  quarter  of  1954  and 
the  last  quarter  of  1955,  the  annual  rate  of  Federal  spending  on  goods  and 
services  was  reduced  by  about  3  billion  dollars.  In  the  meantime,  the  rate 
of  consumer  spending,  apart  from  new  homes,  increased  by  22  billion  dollars, 
the  rate  of  residential  construction  3  billion,  the  rate  of  business  investment 
13  billion,  while  the  rate  of  State  and  local  spending  rose  another  4  billion. 
If  we  go  back  to  1953,  the  reduced  reliance  of  our  economy  on  Federal 
expenditures  becomes  still  clearer.  Between  the  second  quarter  of  that  year 
and  the  final  quarter  of  1955,  the  annual  rate  of  Federal  spending  on  goods 
and  services  declined  by  15  billion  dollars,  while  spending  by  the  rest  of  the 
economic  community  increased  by  43  billion.  Thus,  in  the  short  span  of 
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two  and  a  half  yeare  a  substantial  transformation  of  our  economy  has 
occurred.  On  an  increasing  scale,  Americans  have  taken  the  initiative  to 
make  jobs  for  one  another,  instead  of  waiting  for  the  Federal  Govermnent 
to  do  it  for  them. 

This  is  the  well-tested  process  that  has  brought  enduring  results  through¬ 
out  our  history.  Americans  have  long  been  noted  for  a  combination  of 
characteristics  that  make  for  economic  growth.  These  include  a  strong 
devotion  to  family  life;  a  deep-seated,  widespread  urge  to  improve  one’s 
position,  his  possessions,  and  his  children’s  opportunities;  a  drive  to  work 
and  save  to  these  ends;  steady  working  habits;  an  ambition  to  excel;  and  the 
cherishing  of  freedom,  independence,  and  individual  initiative.  To  achieve 
what  we  regard  as  a  more  abundant  life,  we  are  willing  to  work,  plan,  venture, 
spend,  and  save,  far  beyond  the  limits  that  mere  subsistence  or  comfortable 
existence  would  require.  The  mainspring  of  our  economy  consists  in  these 
qualities  of  the  American  people.  Given  free  institutions  and  a  favorable 
jihysical  environment,  an  expanding  economy  is  the  natural  fruit  of  the 
enterprise  of  such  a  people. 

III.  Role  of  Government  in  Moderating  Economic  Fluctuations 

It  is  essential  to  recognize,  however,  that  the  very  qualities  of  Americans 
which  largely  account  for  the  expansive  power  of  our  economy  also  make 
the  process  of  growth  irregular.  The  flow  of  money  against  goods  need 
not  match  precisely  the  rate  at  which  goods  leave  workshops  for  markets. 
Hence,  an  imbalance  between  production  and  sales  is  occasionally  bound 
to  occur  and  give  rise  to  inventory  adjustments,  which  in  turn  may  lead 
to  reduced  spending  for  consumption  and  capital  expansion.  Moreover, 
the  confidence  that  generates  prosperity  may  turn  into  overconfidence  and 
set  off  an  inflationary  boom,  just  as  the  normal  caution  that  prescrv’cs  bal¬ 
anced  growth  may  degenerate  into  pessimism  and  lead  to  depression. 
Experience  with  these  tendencies  over  many  years  has  gradually  led  the 
American  people  to  broaden  their  concept  of  government.  Today,  we 
believe  as  strongly  in  economic  progress  through  free  and  competitive 
enterprise  as  our  fathers  did,  and  we  resent  as  they  did  any  unnecessary 
intrusion  of  Government  into  private  affairs.  But  we  have  also  come  to 
believe  that  progress  need  not  proceed  as  irregularly  as  in  the  past,  and  that 
the  Federal  Government  has  the  capacity  to  moderate  economic  fluctuations 
without  becoming  a  dominant  factor  in  our  economy. 

Although  governmental  efforts  to  curb  inflat'onary  or  recessionary 
influences  have  not  always  proved  successful,  knowledge  of  how  business 
fluctuations  arise  and  of  ways  of  dealing  with  them  is  steadily  improving. 
The  events  of  the  past  three  years  have  been  heartening.  Wc  have  seen 
that  our  economy  can  continue  to  grow  with  a  minimum  of  instability  of 
employment  and  without  any  appreciable  change  in  the  value  of  money. 
We  have  seen  that  wise  and  timely  actions  by  the  Government  can  help 
sustain  a  healthy  expansion  of  economic  activity  and  prevent  it  from  turning 
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into  an  inflationary  boom;  that  soundly  conceived  and  well-timed  govern¬ 
mental  policies,  aided  by  private  stabilizing  influences,  can  prevent  a  minor 
contraction  from  turning  into  a  spiraling  depression;  and  that  neither  direct 
controls  over  prices  and  wages,  nor  huge  public  spending  programs,  are 
needed  to  achieve  a  reasonably  stable  prosperity.  The  recent  success  of 
governmental  policies  in  moderating  economic  fluctuations,  and  even  more 
in  indicating  that  this  goal  may  be  reached  in  ways  that  enlarge  the  scope  of 
individual  enterprise,  carries  a  promise  of  great  significance  for  our  own 
future  and  that  of  other  nations. 


IV.  The  Challenge  of  Prosperity 

The  underlying  goal  of  Americans  is  better  living  in  all  of  its  aspects,  not 
merely  indefinite  increase  in  per  capita  income  and  possessions.  The 
cherished  intangible  components  include  improved  health  of  mind  and 
body;  more  wholesome  family  life;  availability  of  useful  work,  full-time 
or  part-time;  lessened  drudgery,  severity,  and  monotony  of  labor;  more 
leisure  and  increased  opportunities  for  learning;  greater  opportunity  for 
all  and  lessening  of  indefensible  disparities;  and  larger  protection  against 
the  hazards  of  life.  Gains  in  all  of  these  respects  profoundly  improve 
the  quality  of  living,  to  which  we  attach  high  importance.  The  notable 
advances  registered  in  the  past  have  been  in  part  a  by-product  of  our  eco¬ 
nomic  progress,  but  in  part  also  a  response  to  major  innovations  by  private 
groups  and  all  levels  of  our  Government. 

A  period  of  general  prosperity,  such  as  we  have  recently  been  experiencing, 
presents  a  challenge  to  an  intelligent  citizenry.  How  may  the  good  times 
be  maintained  and  extended  into  the  future?  How  may  our  greater  mate¬ 
rial  wealth  help  us  to  improve  the  quality  of  living?  How  may  conditions 
be  developed  that  will  help  the  less  prosperous  groups  to  join  in  the  eco¬ 
nomic  advance?  These  are  difficult  questions,  but  no  thoughtful  individual 
can  escape  them.  Nor  can  the  Federal  Government  do  so,  in  view  of  its 
heavy  resfwnsibilities  under  the  Employment  Act  and  the  Nation’s  leader¬ 
ship  in  the  Free  ^Vorld.  Later  chapters  will  recount  how  the  Government 
has  grappled  with  these  issues  during  the  past  year,  and  how  the  Adminis¬ 
tration  proposes  to  deal  with  them  over  the  coming  months.  But  a  few 
general  observations  are  pertinent  here. 

To  meet  the  challenge  of  prosperity,  we  must  above  all  things  avoid 
complacency.  The  continuance  of  general  prosperity  cannot  be  taken 
for  granted.  In  a  high-level  economy  like  ours,  neither  the  threat  of  infla¬ 
tion  nor  the  threat  of  recession  can  ever  be  very  distant.  We  live  in  a 
world  in  which  economic  changes,  both  domestic  and  foreign,  are  contin¬ 
uous  and  many.  If  our  economy  is  to  advance  firmly  on  the  narrow  road 
that  separates  recession  from  inflation,  the  Federal  Government  must  pursue 
monetary,  fiscal,  and  housekeeping  policies  with  skill  and  circumspection. 
We  must  be  alert  to  changes  in  economic  conditions  and  be  ready  to  adapt 


our  policies  promptly  to  them.  The  only  rigid  rule  that  we  can  afford 
to  admit  to  our  minds  is  the  principle  that  the  best  way  to  fight  a  recession 
is  to  try  to  prevent  it  from  occurring.  That  principle  has  of  late  ruled,  and  it 
must  continue  to  rule,  our  economic  policies. 

We  must  also  take  every  practicable  step  to  strengthen  the  foundations  of 
future  prosperity.  The  incentives  to  work,  to  save,  to  invest,  and  to  venture 
must  be  protected  and  enhanced.  Monopolistic  tendencies  must  be 
curbed  whenever  they  appear.  Sound  improvement  of  our  systems  of 
social  insurance  must  be  continued.  The  encouragement  of  home  owner¬ 
ship  and  the  clearance  of  slums  must  be  extended.  Maladjustments  in 
agriculture  that  find  expression  in  overproduction  and  reduced  farm 
incomes  must  be  corrected.  Those  communities  which,  even  in 
these  good  times,  continue  to  be  burdened  with  extensive  unemployment 
must  be  aided.  Remaining  pockets  of  relative  poverty,  urban  as  well 
as  rural,  must  be  reduced.  Provision  for  schools,  highways,  and  medical 
facilities  must  be  substantially  increased.  Action  in  these  vital  areas  has 
lagged  sadly  behind  our  accumulating  needs.  If  economic  growth  is  not 
to  be  seriously  retarded  in  the  future,  we  must — with  due  regard  to  the 
need  for  staying  within  the  limits  of  Federal  revenues — strive  to  make 
up  for  the  neglects  of  the  past. 

Finally,  we  must  never  lose  sight  of  the  fact  that  the  prosperity  of  our 
country  is  heavily  dependent  upon  the  international  economic  and  polit¬ 
ical  environment  and  upon  what  we  do  in  cooperation  with  other  nations 
to  improve  that  environment.  Unstable  markets,  balance  of  payments 
crises,  and  economic  fluctuations  abroad  can  seriously  complicate  the  task 
of  maintaining  stability  at  home.  Moreover,  the  continued  growth  of 
our  production  is  in  no  small  degree  dependent  upon  an  expanding  resource 
base  in  friendly  countries  and  upon  an  expanding  world  market  for  the 
products  of  our  factories,  farms,  and  mines.  A  program  for  maximum 
growth  in  America  requires,  therefore,  intensified  efforts  to  reduce  barriers  to 
the  international  flow  of  goods,  capital,  and  business  enterprise,  as  well 
as  the  maintenance  of  active  cooperation  with  other  nations  in  dealing 
with  problems  which  hamper  their  progress. 


Chapter  2 

Prosperity  With  General  Price  Stability 

The  expansion  of  the  economy  continued  without  pause  through¬ 
out  the  past  year.  Virtually  every  month  new  records  were 
achieved  in  production,  employment,  trade,  and  income,  only  to  be  ex¬ 
ceeded  again  a  month  or  two  later.  The  average  level  of  consumer  prices, 
on  the  other  hand,  remained  quite  steady.  Full  employment,  rising  in¬ 
comes,  and  a  stable  dollar  have  been  cherished  goals  of  our  society.  The 
practical  attainment  of  these  ideals  during  1955  was  the  year’s  great  eco¬ 
nomic  achievement.  To  derive  from  recent  experiences  useful  guidance 
for  the  future,  we  must  first  analyze  the  processes  that  led  to  that  achieve¬ 
ment.  The  diversities  of  fortune  in  our  vast  economy  will  receive  full 
attention  later  in  this  Report. 

I.  How  THE  Process  of  Expansion  Cumulated 

With  governmental  policies  fostering  a  mood  of  widespread  confidence, 
the  general  economic  readjustment  that  followed  the  close  of  hostilities 
in  Korea  proved  brief  and  mild.  Prompt  and  extensive  easing  of  credit 
conditions,  prompt  and  sizable  tax  reductions  for  both  individuals  and 
businesses,  improved  housekeeping  policies  on  the  part  of  government,  and  a 
broad  program  for  reinforcing  the  floor  of  security  for  individuab,  all  helped 
to  pave  the  way  for  a  resumption  of  economic  growth.  But  the  basic  drive 
of  the  expansion  came  from  private  citizens,  who  were  willing  to  risk  ac¬ 
cumulated  savings  on  many  new  tools  of  production,  to  borrow  as  well  as 
to  save,  to  work  longer  hours  and  in  increasing  numbers,  and  to  spend 
freely  on  new  homes  and  current  consumption  in  order  to  meet  the  better 
their  aspirations  for  good  living.  Foreign  economic  conditions,  especially 
in  Western  Eurojx?,  also  favored  domestic  expansion.  Our  commercial  ex¬ 
ports,  which  during  most  of  1954  ran  well  above  the  leveb  of  the  preceding 
year,  spurted  in  the  closing  months  of  the  year  to  a  still  higher  level. 

Already  in  the  fall  and  winter  of  1953,  some  signs  of  emerging  recovery 
became  visible.  Stock  prices,  which  arc  an  imperfect  but  nevertheless 
significant  indicator  of  business  sentiment,  began  rbing  in  September  and 
approached  the  year’s  highest  values  before  the  year  ended.  In  December, 
the  new  orders  for  durable  goods  received  by  manufacturers  began  a  slow 
recovery  from  their  brief  but  sharp  decline  of  preceding  months.  The 
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following  month  contracts  for  commercial  construction  commenced  a  sus¬ 
tained  advance,  reinforcing  the  continued  rise  of  housing  starts.  Lia¬ 
bilities  involved  in  business  failures,  which  had  increased  sharply  dur¬ 
ing  1953,  reached  their  peak  in  February’  1954,  then  moved  to  lower 
levels.  In  the  same  month,  bank  debits  outside  New  York  City,  which 
have  long  provided  economic  observers  with  a  rough  clue  to  the  circula¬ 
tion  of  money  in  commercial  and  industrial  markets,  resumed  their  advance. 
In  the  meantime,  interest  rates  on  loans  of  both  short  and  long  matur¬ 
ities,  which  had  been  falling  for  some  months,  kept  on  their  downward 
course,  and  credit  became  more  readily  available  to  businessmen,  home- 
owners,  and  consumers. 

These  early  improvements  in  financial  markets  and  in  the  preparatory 
stages  of  investment  spread  quickly  to  other  parts  of  the  economic  system. 
The  slow  but  continued  rise  in  the  Nation’s  disposable  personal  income, 
which  kept  defying  the  contraction  of  output  and  employment,  also  made 
its  influence  felt.  So  too  did  the  high  level  of  exports,  which  reflected  the 
resurgence  of  the  economy  of  Western  Europe.  In  December  1953  the 
decline  in  the  production  of  nondurable  manufactures  came  to  a  halt. 
In  February  1954  retail  sales  resumed  their  advance.  In  April  the  decline 
of  the  average  workweek  in  manufacturing  ceased.  Business  inventories, 
which  had  been  exerting  strong  downward  pressure  on  economic  activity, 
continued  to  decline.  However,  their  rate  of  decline  diminished  mate¬ 
rially,  so  that  a  larger  part  of  people’s  increasing  purchases  was  met  by 
current  production  instead  of  withdrawals  from  warehouses  or  dealers’ 
shelves.  Federal  outlays  on  goods  and  services  accelerated  their  down¬ 
ward  course,  but  the  rest  of  the  economy  was  in  a  mood  to  absorb  the 
substantial  resources  released  by  the  Federal  Government.  Between  the 
first  and  second  quarters  of  1954,  consumer  expenditures  increased,  and 
so  too  did  private  investment  in  fixed  capital,  foreign  investment,  and 
State  and  local  expenditures.  In  response  to  these  developments,  total 
production  stopped  declining  early  in  1954,  then  held  to  a  sidewise  course 
for  several  months,  while  the  realignment  of  orders,  sales,  and  inven¬ 
tories  smoothed  the  path  for  a  fresh  advance. 

About  mid- 1954,  with  the  drop  in  Federal  expenditure  abating,  the  con¬ 
tinued  surge  of  private  spending  tipped  the  economic  balance  definitely  on 
the  side  of  expansion.  Between  July  and  September  the  output  of  durable 
manufactures  as  a  class,  mineral  production,  and  nonagricultural  employ¬ 
ment  resumed  their  advance.  By  then  the  recovery  had  already  gathered 
sufficient  strength  to  launch  both  total  production  and  total  employment  on 
a  new  expansion.  Imports  soon  began  rising  again,  as  they  usually  do  when 
economic  activity  increases.  The  economic  contraction,  one  of  the  very- 
briefest  and  mildest  in  the  entire  history  of  business  fluctuations,  was  over. 
It  had  lasted  about  12  months  during  which  total  output  declined  3  to  4 
percent,  while  employment  declined  2/2  percent  and  personal  incomes  after 
taxes  actually  increased. 
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SOUNCCSt  OCPARTMCNT  OP  COMMCNCC  ANO  COUNCIL  OP  ECONOMIC  AOVItEN*. 


In  succeeding  months,  while  activity  in  some  parts  of  the  economy  re¬ 
mained  dull,  the  scope  of  the  expansion  became  progressively  wider.  The 
decline  of  business  inventories  stopped  in  October  1954,  and  a  gradual 
process  of  rebuilding  stocks  to  meet  the  larger  requirements  of  manufac¬ 
turers  and  distributors  got  under  way.  The  increase  of  industrial  produc¬ 
tion  was  gentle  at  the  start.  But  it  rapidly  gained  momentum  once  the 
newly  designed  automobiles,  which  were  destined  to  capture  the  public’s 
fancy  and  pocketbooks,  began  rolling  off  the  assembly  lines  in  the  fall  of 

1954.  A  s{)ectacular  advance  of  automobile  production  and  rapid  expansion 
of  homebuilding  stimulated  expansion  in  the  steel,  lumber,  glass,  and  a 
host  of  other  industries  over  the  entire  country.  Allowing  for  seasonal 
factors,  automobile  production  increased  59  percent  and  housing  starts  17 
percent  between  August  1954  and  January  1955;  total  industrial  production 
increased  7  percent. 

Before  long  even  industries  which  had  been  hard-pressed  for  years,  such 
as  the  railroads,  coal  mining,  and  textiles,  felt  the  impulse  of  increasing 
activity  all  around  them.  I'he  output  of  consumer  soft  goods  industries, 
which  generally  increased  throughout  1954,  rose  more  rapidly  in  the  first 
half  of  1955.  The  like  was  true  of  commercial  construction,  except  that 
the  acceleration  was  greater  and  continued  longer.  Outlays  on  industrial 
plant,  machinery,  and  equipment,  which  kept  declining  until  the  early 
months  of  1955,  joined  the  expansion  in  the  spring.  Total  business  expen¬ 
ditures  on  plant  and  equipment  increased  sharply  after  the  first  quarter  of 

1955,  rising  20  percent  by  the  end  of  the  year.  The  major  impetus  of 
expansion  thus  shifted  increasingly  from  the  automobile  and  homebuilding 
industries  to  business  construction  and  the  machinery  and  equipment 
trades.  In  the  course  of  this  process  the  expansion  became  more  widely 
diffused  and  better  balanced,  and  a  groundwork  was  laid  for  continued 
growth  of  productivity  in  the  future. 

As  industrial  activity  grew,  part-time  operations  diminished  and  the 
resort  to  overtime  increased.  The  average  length  of  the  workweek  in 
manufacturing  rose,  crossed  the  40-hour  mark  in  November  1954,  and  still 
kept  rising.  Between  June  1954  and  June  1955  the  average  length  of  the 
workweek  increased  1.6  hours  in  metal  mining,  5.8  hours  in  bituminous 
coal  mining,  0.9  hour  on  the  railroads,  1 .2  hours  in  durable  manufactures, 
and  1.0  hour  in  nondurable  manufactures.  The  numbers  employed  rose 
slowly  in  the  initial  stages  of  the  expansion,  since  many  businesses  found 
that  they  could  handle  moderate  increases  in  output  with  the  employees 
on  hand.  However,  after  the  turn  of  the  year,  as  the  advance  of  ptoduction 
continued  and  spread  outward,  jobs  expanded  swiftly.  Between  the  last 
quarters  of  1954  and  1955,  employment  increased  by  over  3  million.  Mean¬ 
while,  unemployment  declined  despite  the  tremendous  numbers,  especially 
of  women  and  young  people,  who  were  attracted  into  the  labor  market  by 
high  wages  and  widening  opportunities.  By  mid- 1955  unemployment  at 
large  was  well  below  4  percent  of  the  labor  force.  The  unemployment  rate 
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among  married  men  living  with  their  families,  who  form  the  hard  core  of 
the  labor  force,  fell  below  2  percent. 

In  the  initial  stages  of  the  expansion  both  wage  rates  and  prices,  on  the 
whole,  moved  little.  Since  increases  in  production  ordinarily  did  not 
require  proportionate  increases  in  labor  input,  labor  costs  per  unit  of 
output  declined  on  the  average.  With  unit  profit  margins  widening  at  the 
very  time  when  the  volume  of  sales  was  increasing,  profits  rose  rapidly.  But 
shortly  after  the  turn  of  the  year,  unit  labor  costs  stabilized,  then  began 
rising.  The  increase  of  overtime  at  picmium  rates  of  pay,  higher  wage  rates 
and  fringe  benefits,  greater  resort  by  business  firms  to  older  and  less  efficient 
units  of  equipment  in  order  to  meet  the  pressing  requirements  of  their 
customers,  and  the  growing  difficulties  in  finding  suitable  workers,  all  served 
to  increase  unit  labor  costs.  Their  advance  became  marked  around  the 
middle  of  1955  and  in  turn  exerted  persistent  and  increasing  pressure  on 
both  profit  margins  and  prices.  Favored  by  the  state  of  demand,  the  aver¬ 
age  of  industrial  prices  in  wholesale  markets,  which  had  increased  only  about 
1  percent  between  August  1954  and  June  1955,  rose  3*4  percent  in  the  next 
six  months.  The  rise  in  aggregate  profits  tapered  off  after  the  first  quarter 
of  1955,  but  profits  generally  continued  to  improve.  With  varying  shifts 
of  pace,  both  wages  and  profits  therefore  reflected  the  advance  of  prosperity 
and  favored  its  continuance,  but  only  if  due  restraint  were  exercised  by  both 
business  and  labor. 

Not  only  did  the  flow  of  incomes  to  individuals  from  production  rise, 
but  the  rate  of  rise  increased.  Corporations  paid  out  larger  dividends  to 
their  stockholders  and  at  the  same  time  increased  still  more  rapidly  the  earn¬ 
ings  retained  for  reinvestment.  Interest  payments  increased.  So  also  did 
the  income  of  proprietors,  except  of  farm  operators  whose  record  output  dur¬ 
ing  1955  added  to  the  excessive  supply  of  agricultural  commodities.  Much 
the  largest  increase,  both  in  dollars  and  relative  to  the  whole,  occurred 
in  labor  income.  Taken  altogether,  the  annual  rate  of  disbursement  to 
individuals  from  production  increased  by  6.8  billion  dollars  between  the 
second  quarter  of  1954  and  the  first  quarter  of  1955.  The  disposable  per¬ 
sonal  income — that  is,  income  after  taxes — increased  a  little  more.  In 
these  months  the  restraints  on  the  growth  of  disposable  income,  which  are 
ordinarily  exercised  during  an  economic  expansion  through  a  rise  in  income 
tax  payments  and  a  decline  of  unemployment  comjjensation,  were  more  than 
offset  by  the  effects  of  the  tax  and  social  security  legislation  of  1954.  After 
the  first  quarter  of  1955,  the  normal  fiscal  restraints  on  the  growth  of  dispos¬ 
able  income  became  operative  again;  but  in  the  meanwhile,  personal  income 
from  production  increased  rapidly  and  disposable  income  was  able  to  grow 
at  a  much  higher  rate  than  before. 

In  these  circumstances  substantial  increases  of  consumer  spending  could 
be  expected  and  actually  occurred.  The  rise  in  consumer  spending  was  not, 
however,  a  passive  accompaniment  of  rising  incomes.  On  the  contrary, 
It  was  a  highly  dynamic  factor  in  the  process  of  economic  expansion.  Con- 
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sumers  were  of  a  mind  to  buy  better  things  and  increase  their  spending. 
This  pervasive  attitude,  combined  with  the  willingness  of  women  and  young 
people  to  take  on  jobs  so  that  their  families  might  better  approximate  the 
plane  of  living  they  wished  to  attain,  has  been  an  outstanding  feature  of 
recent  experience.  These  factors  were  basic,  and  they  were  reinforced  by 
aggressive  selling  efforts  of  businessmen,  who  sought  out  customers  more 
energetically  than  had  become  customary  in  recent  years,  and  offered  liberal 
credit  terms  and  often  bargain  prices  as  well.  Consumer  spending  increased 
in  all  directions,  but  credit  purchases  of  expensive  items,  notably  of  the 
1955  automobile  models,  increased  with  special  rapidity.  Between  the  first 
and  third  quarters  of  1954,  the  annual  rate  of  disposable  personal  income 
rose  by  1.4  billion  dollars;  the  expansion  in  the  rate  of  consumer  spending 
was  much  larger,  5.7  billion.  Over  the  next  year  disposable  income  increased 
17.2  billion,  and  the  increase  of  consumer  spending  was  again  larger — 17.8 
billion.  Reflecting  these  developments,  net  personal  savings  out  of  current 
income  diminished  both  in  dollars  and  in  relation  to  income.  Personal 
savings,  which  constituted  8.3  percent  of  disposable  personal  income  in  the 
first  quarter  of  1954,  fell  to  about  6  percent  by  the  first  quarter  of  1955  and 
remained  at  that  level  through  the  third  quarter. 

Consumers  made  huge  commitments  for  new  homes,  besides  spending 
freely  on  current  consumption.  The  confidence  in  the  economic  future 
,  so  dramatically  displayed  by  them  was  likewise  felt  and  displayed  by 
;  businessmen  and  investors.  Favored  by  easy  mortgage  terms,  homebuild- 
;  ing  grew  rapidly  throughout  1954  and  the  early  months  of  1955.  Exf)end- 
I  itures  on  residential  construction  increased  26  percent  between  November 
j  1953  and  November  1954,  then  rose  another  16  percent  by  mid-1955. 
I  When  they  declined  somewhat  later  in  the  year,  expenditures  on  business 
i  construction  and  producers’  equipment  kept  on  increasing.  The  reason 
was  that  soon  after  the  turn  of  1955  the  expansion  of  business  capital 
outlays  had  spread  from  the  commercial  sector  to  practically  the  entire 
range  of  industry.  With  sales  rising,  profits  improving,  depreciation 
reserves  increasing,  and  more  and  more  shortages  of  facilities  emerging  or 
impending,  established  firms  were  both  willing  and  able  to  risk  increasingly 
large  sums  on  the  expansion  or  modernization  of  plant  and  equipment. 
Meanwhile,  the  formation  of  new  firms  proceeded  at  a  high  rate  and  they 
added  to  the  demands  on  the  construction,  machinery,  and  equipment 
industries.  Between  the  first  and  final  quarters  of  1955,  the  annual  rate 
of  business  expenditures  on  new  plant  and  equipment  rose  from  25.6  billion 
dollars  to  30.9  billion.  Manufacturers  of  durable  goods  and  of  nondur¬ 
ables,  commercial  establishments,  mining  concerns,  and  public  utility 
enterprises,  all  participated  in  the  expansion  of  investment.  Even  rail¬ 
roads,  whose  low  earnings  had  previously  forced  a  sharp  reduction  of 
capital  outlays,  raised  the  annual  rate  of  such  outlays  from  740  million 
dollars  to  1,150  million. 
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The  financial  markets  both  reflected  the  growing  exuberance  of  the  econ¬ 
omy  and  added  to  it.  Prices  of  common  stocks  fluttered  at  times,  but  their 
trend  continued  upward  and  outstripped  the  rise  in  corporate  profits.  The 
rise  in  stock  prices  facilitated  corporate  financing  by  equity  issues,  which  had 
seriously  lagged  in  recent  years.  At  the  same  time  it  kindled  the  financial 
imagination  of  some  people,  fostered  favorable  expectations,  and  stimulated 
the  use  of  credit  for  speculative  trading  in  securities.  The  revaluation  of 
risks  became  general,  and  was  reflected  in  shrinking  differentials  between 
yields  of  corjxjrate  securities  and  the  yields  of  Federal  issues.  Plans  for 
business  and  bank  mergers  multiplied,  and  an  appreciable  number  were 
executed.  Borrowing  expanded  rapidly,  especially  on  the  part  of  consum¬ 
ers.  To  finance  the  larger  scale  of  their  operations,  corporations  also 
borrowed  more  heavily  during  1955  than  in  the  previous  year.  However, 
a  significant  part  of  the  increase  in  corporate  obligations  represented  borrow¬ 
ing  by  sales  finance  companies  to  meet  the  growing  demand  for  consumer 
loans. 

Much  of  the  newly  created  mortgage  debt,  especially  in  the  case  of 
veterans’  new  home  purchases,  was  marked  during  1954  and  the  early 
months  of  1955  by  a  pronounced  lengthening  of  maturities  and  reduction 
of  downpayments.  A  similar  tendency  became  prominent  in  automobile 
instalment  loans  early  in  1955,  and  to  some  degree  occurred  also  in  other 
markets.  The  changes  in  credit  terms  helped  to  widen  the  dollar  gap 
between  new  borrowings  and  repayments.  Although  repayments  increased, 
newly  extended  credits  increased  more  rapidly,  so  that  the  outstanding  debt 
tended  to  grow  at  a  high  and  increasing  rate.  Consumer  instalment 
debt,  which  had  remained  steady  during  the  greater  part  of  1954  and 
increased  only  slightly  toward  the  close  of  the  year,  rose  about  5*4  billion 
dollars  during  1955.  The  home  mortgage  debt,  which  increased  by  9.7 
billion  dollars  in  1954,  rose  by  13.4  billion  in  1955.  At  the  end  of  the  year 
the  total  debt  of  individuals,  including  noncorporate  businesses,  stood  15 
percent  higher  than  at  the  beginning.  However,  monthly  payments  on  the 
loans  proceeded  on  schedule,  and  delinquencies  were  not  only  very  low 
but  even  lower  than  in  past  years. 

The  huge  demand  for  credit  by  consumers  and  business  firms  was  aug¬ 
mented  by  governmental  requirements  despite  the  larger  tax  revenues 
that  accompanied  the  expansion  of  the  economy.  The  Federal  budget 
moved  toward  a  balance  during  1955  but  did  not  yet  reach  it.  In  the  States 
and  localities,  considerable  support  developed  both  for  raising  taxes  and  for 
increasing  debt  to  finance  essential  public  improvements,  such  as  roads, 
bridges,  schools,  water  systems,  and  sewerage  plants.  The  total  govern¬ 
mental  debt  grew  during  1955,  although  its  rise  was  only  a  small  fraction 
of  the  increase  in  private  debt.  The  net  borrowing  by  the  Federal  Treasury 
during  the  year  was  2  billion  dollars,  while  the  States  and  localities  added 
about  5  billion  to  their  debt. 
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The  surging  demands  for  credit  could  be  met  from  only  two  sources, 
first,  an  expansion  of  the  money  supply,  second,  current  or  past  savings. 
Between  mid- 1954  and  the  end  of  May  1955  the  money  supply — that  is,  the 
sum  of  demand  deposits  and  currency  outside  banks — increased  by  5  billion 
dollan.  This  increase  occurred  while  there  was  still  considerable  slack  in 
the  economy,  and  it  facilitated  the  growth  of  production,  employment,  and 
real  incomes.  But  by  the  late  spring  of  1955  the  expanding  demand  for 
the  products  of  industry,  swollen  by  heavy  borrowings,  was  already  pressing 
hard  against  the  Nation’s  industrial  capacity.  Shortages  of  steel,  nickel, 
copper,  paperboard,  cement,  plumbing  fixtures,  some  typ)es  of  lumber,  and 
other  materials  developed.  Unemployment  was  low,  overtime  extensive, 
and  many  types  of  skilled  labor  scarce.  Wages  and  prices  were  beginning 
to  stir.  Accommodation  of  the  pressing  demands  of  borrowers  by  any  sub¬ 
stantial  increase  in  the  money  supply  would,  in  these  circumstances,  have 
serv’cd  to  raise  prices  rather  than  increase  production. 

Interest  rates  reflected  the  growing  demand  for  credit  in  the  face  of 
a  more  slowly  growing  supply  of  loan  capital.  They  began  rising  grad¬ 
ually  in  the  principal  money  centers  toward  the  end  of  1954,  then  rose 
more  rapidly  as  the  excess  reserves  of  commercial  banks  kept  declining 
and  their  borrowings  at  Federal  Reserve  Banks  increasing.  Beyond  meet¬ 
ing  seasonal  requirements,  there  was  little  increase  in  the  money  supply 
j  between  May  1955  and  the  end  of  the  year.  Borrowing  continued  on  an 
I  extensive  scale,  but  it  was  largely  confined  to  the  loan  funds  available 
j  from  the  savings  of  individuals,  businesses,  and  the  various  private  and 
!  governmental  trust  funds.  This  process  of  confining  credit  to  available 
'  savings,  which  is  a  protection  against  inflation  in  the  future,  was  obscured 
'  by  the  continued  and  rapid  increase  of  loans  by  commercial  banks.  These 
loans  were  made  possible  principally  by  the  sale  of  government  securities; 
in  other  words,  the  buyers  of  government  securities  indirectly  provided  the 
funds  that  financed  borrowers  from  banks.  The  process  of  confining  credit 
to  available  savings  was  much  plainer  in  the  case  of  mortgage-lending 
institutions,  many  of  whom  found  that  their  supply  of  savings  available 
for  mortgage  loans  was  smaller  than  the  amounts  they  needed  to  accommo¬ 
date  customers.  Interbank  borrowings  smoothed  these  and  other  necessary 
financial  adjustments,  and  so  too  did  higher  interest  rates,  more  selective 
screening  of  credit  demands  by  lenders,  and  reduced  credit  commitments 
by  financial  institutions. 

Despite  elements  of  strain  in  the  money  and  capital  markets,  the  de¬ 
mand  for  commodities  and  services  continued  to  grow  as  the  year  advanced. 
Their  supply  also  kept  growing,  although  many  businesses  encountered 
obstacles  in  increasing  production — in  certain  cases  because  their  available 
plant  was  already  op)erating  at  or  close  to  capacity,  in  others  because  some 
essential  materials  or  skilled  labor  were  in  short  supply,  in  still  others  because 
credit  had  become  harder  to  obtain.  Orders  received  by  business  firms 
generally  multiplied  faster  than  sales,  backlogs  grew,  and  delivery  periods 
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lengthened.  Despite  the  growing  pressure  of  demand  on  the  Nation’s 
physical  resources,  production  as  a  whole  continued  to  increase,  albeit  at 
a  reduced  rate.  And  despite  the  boom  atmosphere  that  to  some  degree 
accompanied  these  developments,  the  over-all  level  of  prices  in  both 
consumer  and  wholesale  markets  did  not  change  appreciably.  The  index 
of  consumer  prices,  which  stood  at  115.2  in  July  1954,  moved  to  114.3  in 
January  1955  and  114.7  in  December  1955.  The  index  of  wholesale  prices 
moved  from  110.4  in  July  1954  to  110.1  the  following  January  and  111.3 
in  December  1955.  When  the  year  ended  the  scope  of  the  expansion  had 
narrowed  and  its  pace  had  slackened.  The  Nation  had  practically  reached 
full  employment,  and  was  accommodating  itself  to  a  necessarily  slower  rate  of 
advance. 

II.  Governmental  Poucy  in  a  Time  of  Expansion 

The  preceding  sketch  of  recent  economic  experience  is  amplified  in 
Appendix  B  and  documented  by  the  charts  and  tables  in  this  Report. 
But  even  this  brief  summary  has  sufficed  to  suggest  how  the  unfolding  of 
prosperity  generated  a  degree  of  exuberance  which,  if  left  to  itself,  could 
have  led  to  widespread  increases  in  prices,  speculative  buying,  new  price 
increases,  and  eventual  economic  recession.  The  Federal  Government, 
keenly  aware  of  its  responsibilities  under  the  Employment  Act,  moved  reso¬ 
lutely  to  prevent  such  developments. 

That  conditions  in  1955  might  require  a  different  emphasis  in  economic 
policy  was  foreshadowed  in  last  year’s  Economic  Report.  It  noted  that 
in  the  course  of  resolving  old  problems,  expansion  “often  brings  new  ones 
in  its  train.’’  It  called  attention  to  the  danger  of  excesses  in  periods  of 
expansion,  particularly  in  activities  which  involve  the  discounting  of  a  long 
future,  as  in  the  case  of  home  purchases  or  the  pricing  of  corporate  shares. 
It  warned  that  “continued  economic  recovery  must  not  be  jeopardized  by 
overemphasis  of  speculative  activity.’’  And  it  urged  concentration  of  gov¬ 
ernmental  policy  on  facilitating  long-term  growth,  rather  than  on  measures 
for  imparting  an  immediate  upward  thrust  to  the  economy. 

Thus,  the  Government  was  prepared  for  the  problems  that  confronted 
our  economy  in  the  year  just  ended,  and  policies  to  restrain  undue  expansion 
were  evolved  to  meet  threats  to  stability  as  they  emerged.  It  is  well  to 
recall  that  the  expansion  which  got  under  way  in  the  late  summer  of  1954 
started  from  a  high  level  of  economic  activity.  Since  the  Nation’s  financial 
and  commercial  markets  reflected  that  fact,  as  well  as  the  promise  of  a 
still  better  future,  the  Government  deemed  it  prudent  to  restrain  incipient 
inflationary  tendencies  even  at  an  early  stage  of  the  expansion.  As  a 
Nation,  we  are  committed  to  the  principle  that  our  economy  of  free  and 
competitive  enterprise  must  continue  to  grow.  But  we  do  not  wish  to 
realize  this  objective  at  the  price  of  inflation,  which  not  only  creates  in¬ 
equities,  but  is  likely,  sooner  or  later,  to  be  followed  by  depression.  On  the 
other  hand,  it  is  necessary  to  exercise  great  care  that  a  policy  of  avoiding 


inflation  docs  not  interfere  with  attaining  a  satisfactory  rate  of  economic 
growth.  Premature  measures  and  restraints  which  are  too  potent  may  bring 
on  or  hasten  the  very  reactions  that  the  restraining  policies  are  intended  to 
prevent,  just  as  excessively  delayed  action  would  fail  of  its  purjxjse. 

Moreover,  market  forces  themselves  tend  to  correct  many  maladjustments, 
and  governmental  policy  must  take  account  of  the  direction  and  strength 
of  these  forces.  The  rise  in  interest  rates  during  1955,  for  example,  was  to 
a  significant  degree  a  result  of  market  developments,  tending  to  restore 
balance  between  the  vigorous  demand  for  investment  funds  and  the  limited 
supply  of  savings  available  for  investment.  In  such  a  situation  it  is  essential 
to  appraise  with  care  the  speed  and  strength  of  market  adjustments  so  that 
they,  together  with  the  governmental  measures  that  are  being  contemplated, 
may  exercise  an  cfTective  yet  not  overpowering  corrective  influence.  This 
type  of  appraisal  is  often  difficult  and  it  is  always  subject  to  the  fallibility 
of  human  judgment.  The  following  review  of  recent  monetary  and  fiscal 
policies  will  show  how  the  Government  went  about  the  delicate  task  of  pre¬ 
venting  inflation  without  impeding  economic  growth. 

III.  Adjustment  of  Monetary  and  Fiscal  Policies  to  the 
Needs  of  the  Economy 

The  first  departure  from  the  vigorous  expansionary  policies  pursued 
during  much  of  1953  and  1954  occurred  toward  the  end  of  the  latter  year. 
As  we  have  seen,  economic  expansion  was  well  under  way  by  the  late  summer 
of  1954.  This  development  was  accompanied  by  a  brisk  demand  for 
credit,  which  the  commercial  banks  and  other  financial  institutions  were 
able  to  meet  as  a  result  of  the  ample  lending  power  that  the  policy  of  active 
credit  ease,  which  then  prevailed,  had  helped  to  create  and  maintain. 

Although  conditions  in  the  latter  part  of  1954  did  not  call  for  a  policy 
of  restraint,  a  mild  change  in  the  degree  of  credit  case  seemed  desirable  in 
the  light  of  the  unfolding  economic  situation.  Accordingly,  the  Federal 
Reserve  System  restricted  its  purchases  of  government  securities  in  Decem¬ 
ber  1954.  This  action  made  it  necessary  for  commercial  banks  to  increase 
their  borrowings  to  meet  the  unusually  large  increase  in  year-end  currency 
and  credit  demands.  It  also  placed  the  monetary  authorities  in  a  better 
position  to  move  toward  a  policy  of  restraint  if  economic  conditions  should 
warrant  it.  The  move  exemplified  one  of  the  advantages  of  general  mone¬ 
tary  and  credit  policies:  they  can  be  adjusted  gradually,  and  if  need  be 
promptly  reversed,  to  meet  changing  economic  conditions. 

Holding  the  T ax  Line 

As  the  year  1955  ojjcned,  the  economic  expansion  was  proceeding  vigor¬ 
ously  on  a  widening  front.  In  keeping  with  this  fact,  the  Administration 
recommended  in  January  a  budget  which  brought  expenditures  and  re¬ 
ceipts  of  the  Federal  Government  into  balance,  on  a  cash  basis,  over  the 
coming  year.  This  required  a  tight  rein  on  expenditures  and  the  avoidance 
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I  of  drains  on  revenue  through  any  reduction  of  tax  rates.  Consequently,  the 
J  Congress  was  urged  to  postpone  the  tax  reductions  which  were  scheduled 
{  to  take  effect  on  April  1,  1955. 

^  Without  such  affirmative  action,  Federal  taxes  would  have  decreased 
I  by  approximately  3  billion  dollars  in  a  full  year.  The  corporate  tax  rate 
would  have  declined  5  percentage  points,  involving  a  loss  to  the  Treasury  of 
about  2  billion  dollars.  The  revenue  from  excise  taxes  would  have  been 
cut  by  approximately  1  billion  dollars.  These  tax  reductions  did  not  seem 
appropriate  at  a  time  when  aggregate  economic  activity  was  at  a  high 
I  level  and  expanding  rapidly,  while  the  budget  was  still  unbalanced.  How¬ 
ever  desirable  tax  adjustments  may  be  to  facilitate  the  long-run  expan¬ 
sion  of  the  economy,  it  is  imprudent  to  initiate  them  when  the  budget  shows 
a  deficit  and  when  they  may  interfere  with  the  objective  of  maintaining 
balanced  economic  growth. 

I  Although  a  bill  to  reduce  individual  income  taxes  was  passed  by  the 
j  House,  the  Congress  in  the  end  accepted  the  President’s  tax  program. 
I  The  recommendation  to  defer  the  scheduled  tax  reductions  was  adopted 
]  on  March  30,  1955. 

Containing  the  Rise  in  Stock  Market  Credit 
The  proposal  of  early  January  to  hold  the  tax  line  was  preceded  by  a  step 
that  dealt  with  specific  credit  excesses.  A  few  days  earlier,  the  Federal 
Reserve  authorities  had  acted  to  restrain  the  use  of  credit  in  the  stock 
market,  where  speculative  tendencies  had  become  clearly  evident. 

The  rise  in  stock  prices,  which  began  in  September  1953  and  continued 
almost  without  interruption  through  1954,  was  accompanied  by  a  signifi¬ 
cant  increase  in  the  amount  of  credit  used  for  financing  stock  purchases. 
Customers’  debit  balances  with  member  firms  of  the  New  York  Stock 
Exchange  rose  over  700  million  dollars  in  1954  or  almost  45  percent,  and 
more  than  three-quarters  of  the  rise  was  concentrated  in  the  last  six  months 
of  the  year.  Loans  by  banks  to  individuals  for  purchasing  or  carrying 
stocks  also  increased.  The  volume  of  security  trading  on  margin  had 
grown  noticeably  during  1954. 

Experience  provides  ample  evidence  that  excesses  in  the  stock  market 
can  be  transmitted  quickly  to  other  markets  and  eventually  create  economic 
trouble.  It  is  important  to  prevent  such  developments.  Hence,  the 
Federal  Reserve  authorities  moved  in  January  to  restrain  the  use  of 
credit  in  security  speculation,  by  increasing  margin  requirements  on  loans 
for  the  purchase  of  securities  from  50  to  60  percent.  Since  the  borrowing 
from  brokers  and  banks,  in  connection  with  security  transactions  of  individ¬ 
uals,  continued  to  increase  fairly  rapidly  in  the  next  three  months,  margin 
requirements  were  again  raised  in  April — this  time  to  70  percent.  Stock 
prices,  especially  of  the  largest  and  best  known  industrials,  continued  upward 
through  much  of  the  rest  of  the  year,  but  the  rate  of  increase  of  stock 
market  credit  declined  substantially  soon  after  this  second  action  was  taken. 
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From  Active  Credit  Ease  to  Moderate  Restraints 

Besides  taking  steps  to  contain  stock  market  excesses,  the  general  credit 
policy  of  the  Federal  Reserve  System  was  modified  early  in  1955  in  the 
direction  of  restraint.  In  January  and  February,  the  Reserve  Banks  reduced 
their  holdings  of  government  securities  by  about  1.3  billion  dollars.  This 
reduction  was  designed  to  absorb  funds  that  normally  become  available  to 
commercial  banks  as  a  result  of  the  seasonal  return  of  currency  and  the 
seasonal  decline  in  loans.  But  in  view  of  the  continuing  strong  demand  for 
bank  credit,  the  sales  and  redemptions  by  the  Reserve  Banks  had  the  effect 
of  tightening  the  reserves  of  their  members.  The  commercial  banks  re¬ 
sponded  by  selling  securities  to  meet  the  growing  demand  for  loans. 
Simultaneously,  they  increased  their  borrowings  from  the  Reserve  Banks. 

The  Treasury  also  adjusted  its  financing  programs  to  the  change  in 
economic  conditions.  Treasury  financing  in  1954  was  carried  out  with 
short-  and  intermediate-term  securities,  many  of  which  were  bought  by  com¬ 
mercial  banks  and  served  to  increase  the  money  supply.  In  early  1955  there 
was  no  longer  much  reason  for  avoiding  competition  with  other  borrowers  in 
the  long-term  capital  market.  Nor  was  there  any  special  need  to  stimulate 
the  expansion  of  the  money  supply.  Hence  the  Treasury  issued  almost  2 
billion  dollars  of  3  percent,  40-year  bonds  in  February.  Besides  absorbing 
funds  from  the  long-term  market,  the  new  issue  helped  to  meet  the  needs  of 
long-term  investors,  such  as  pensions  and  trust  funds,  insurance  companies, 
and  endowment  funds.  An  additional  800  million  dollars  of  these  long-term 
bonds  were  issued  later. 

The  policy  of  restraint  of  early  1955  was  extended  as  the  expansion  of 
credit  continued.  Loans  to  business  firms,  automobile  purchasers,  and 
homeowners — the  three  groups  which  provided  the  major  impetus  to  eco¬ 
nomic  expansion — rose  sharply  during  the  spring.  Business  loans  of  com¬ 
mercial  banks,  which  normally  decline  in  the  first  half  of  the  year,  increased 
by  2  billion  dollars  in  the  first  six  months  of  1955.  The  outstanding  instal¬ 
ment  debt  of  consumers  expanded  nearly  2  billion  dollars  in  the  second 
quarter,  the  largest  increase  on  record  over  so  brief  a  period.  The  value  of 
home  mortgage  loans  recorded  during  the  first  six  months  of  1955  exceeded 
recordings  in  the  corresponding  period  of  1954  by  a  third,  if  not  more. 
Although  interest  rates  stiffened,  other  credit  terms,  such  as  the  required 
downpayment  and  length  of  maturity,  became  more  liberal,  particularly 
for  automobile  and  home  purchases.  In  view  of  these  credit  and  business 
developments,  the  Federal  Reserve  discount  rate  was  raised  in  April 
from  1J4  to  1^  percent.  This  action  brought  the  discount  rate  in  line 
with  the  market  level  of  short-term  rates  and  made  borrowings  from  the 
Reserve  Banks  more  costly. 

During  the  summer,  employment  reached  a  new  peak  of  about  65  million. 
Although  pockets  of  unemployment  persisted  in  some  l(Kal  areas,  unemploy¬ 
ment  generally  was  close  to  a  practical  minimum.  Total  output  broke  all 
previous  records.  Upward  pressures  on  wages  and  prices  became  more 
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intense.  New  collective  bargaining  agreements  in  major  industries  called 
for  substantial  wage  increases,  which  in  some  cases  were  followed  by  sub¬ 
stantial  price  advances.  Shortages  of  steel,  copper,  aluminum,  and  of  a 
variety  of  building  materials  developed  or  became  more  acute.  The  credit 
expansion  supix>rting  the  high  level  of  demand  in  practically  all  sectors  of 
the  economy  reached  a  pace  which,  if  continued  for  long,  would  threaten 
the  stability  of  the  economy. 

To  help  avert  this  threat  the  Federal  Reserve  Banks  reduced  their  holdings 
of  government  securities  on  a  considerable  scale  between  late  July  and  mid- 
September.  The  effect  of  this  policy  was  to  put  added  pressure  on  bank 
reserves  at  a  time  when  the  demand  for  loans  was  piling  up.  To  bolster 
their  reserve  pKJsition  and  continue  lending,  the  commercial  banks  further  re¬ 
duced  their  own  holdings  of  government  securities  and  also  increased  their 
borrowing  at  the  Reserv’e  Banks.  But  when  they  borrowed  money,  they  had 
to  pay  a  higher  price  for  it.  Early  in  August,  the  discount  rate  was  increased 
by  one  Reserve  Bank  to  2^  percent  and  by  the  others  to  2  percent.  By  mid- 
September,  discount  rates  were  raised  to  2*4  percent  by  all  Reserve  Banks. 

The  pace  of  economic  expansion  slowed  down  somewhat  during  the  fall, 
but  incomes  continued  to  increase  and  demand  remained  at  a  high  level. 
When  stock  prices  declined  in  late  September  and  early  October,  a  note 
of  uncertainty  crept  into  the  thinking  of  some  people.  Within  a  few  weeks, 
however,  the  averages  of  stock  prices  returned  to  their  prior  peaks.  It 
became  evident  that  business  firms  w-ere  laying  plans  for  further  increases 
in  investment  outlays,  and  that  business  and  consumer  demands  for  credit 
showed  few  signs  of  slackening.  In  view  of  this  situation,  the  monetary 
authorities  maintained  pressure  on  the  reserves  of  commercial  banks. 
Although  the  Reserve  Hanks  purchased  a  sizable  amount  of  government 
securities  toward  the  end  of  September  and  the  following  weeks,  the  amount 
fell  short  of  meeting  the  seasonal  requirements  of  commercial  banks  before 
the  Christmas  season.  In  November,  the  discount  rate  was  raised  to  2^3 
percent — the  fourth  increase  of  the  year.  In  December,  the  reserve  position 
of  the  banks  eased  somewhat,  but  pressure  in  the  credit  markets  continued. 

As  the  pressure  on  bank  reserves  increased  during  the  year,  the  commer¬ 
cial  banks  took  care  of  their  customers’  requirements  by  huge  sales  of 
government  securities  and  by  borrowing  at  the  Reserve  Banks.  However, 
increasing  tightness  in  the  credit  markets  in  time  led  both  the  commercial 
banks  and  other  financial  institutions  to  screen  their  loans  more  carefully. 
Mortgage  money,  in  particular,  became  less  plentiful.  Simultaneously, 
the  increased  cost  of  borrowing  moderated  the  demand  for  long-term  credit 
by  some  borrowers.  This  effect  became  noticeable  during  the  summer, 
when  a  number  of  State  and  local  governments  and  turnpike  authorities 
deferred  their  scheduled  financing.  The  restricted  supply  of  loan  funds 
made  its  influence  felt  also  in  the  short-term  credit  market,  though  to  a 
smaller  degree.  The  net  result  was  some  restraint  of  private  and  public 
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expenditures,  which  was  salutary  in  an  environment  in  which  excessive 
demand  could  well  have  resulted  in  sharply  rising  prices. 

Consumer  Credit  Policies 

To  supplement  the  general  monetary  policy  of  reducing  the  ease  of 
borrowing,  specific  actions  were  taken  during  the  spring  and  summer  in 
two  areas  which,  in  addition  to  the  stock  market,  caused  some  concern. 
One  of  these  areas  was  consumer  credit. 

Most  of  the  expansion  of  consumer  credit  occurred  in  connection  with 
automobile  loans,  which  in  the  early  months  of  1955  were  being  made  on 
increasingly  liberal  terms.  In  the  case  of  new  car  purchases,  instalment  con¬ 
tracts  with  maturities  as  long  as  30  and  36  months  became  more  prevalent. 
Downpayments  of  less  than  a  third  became  fairly  common,  and  they  were 
sometimes  nominal  because  of  the  tendency  to  overvalue  trade-ins.  The 
frequent  combination  of  low  downpayments  and  lengthy  maturities  meant 
that  the  outstanding  debt  on  many  instalment  contracts  exceeded  the  market 
value  of  the  car  for  appreciable  periods.  In  the  case  of  used  cars,  down- 
payments  also  declined,  though  there  was  little  change  in  maturities. 

The  authority  of  the  Board  of  Governors  of  the  Federal  Reserve  System 
to  establish  maximum  terms  on  consumer  credit  had  ceased  in  1952.  Con¬ 
sequently,  apart  from  general  monetary  policies,  the  means  of  influencing 
consumer  credit  were  limited  to  what  could  be  accomplished  by  moral 
suasion  and  bank  supervision.  Government  officials  met  repeatedly  with 
representatives  of  financial  institutions  and  noted  the  hazards  that  may 
attach  to  excessively  liberal  credit  terms.  In  July  the  Federal  bank  super¬ 
visory  authorities — that  is,  the  Comptroller  of  the  Currency,  the  Federal 
Reserve  Board,  and  the  Federal  Deposit  Insurance  Corjxjration — added  a 
section  on  consumer  credit  to  their  regular  examination  reports,  with  a 
view  to  providing  a  better  basis  for  evaluating  the  quality  of  consumer 
loans  extended  by  banks.  Partly  in  res|X)nse  to  these  measures,  but  mainly 
in  response  to  the  general  tightening  of  the  money  market,  many  lenders 
put  a  halt  to  further  liberalization  of  terms  and  some  began  to  stiffen  terms. 
However,  maturities  and  downpayments  generally  remained  liberal  by 
contrast  with  those  of  prior  years. 

Housing  Credit  Policies 

Several  steps  were  taken  by  the  Government  to  help  cope  also  with  the 
threat  of  overexpansion  of  housing  credit.  We  have  already  noted  the 
great  upsurge  in  residential  construction  between  the  fall  of  1954  and  the 
spring  of  1955.  This  was  stimulated  by  increasingly  easy  credit  during 
1954,  and  the  eagerness  of  financial  institutions  to  acquire,  and  make  for¬ 
ward  commitments  for,  mortgage  loans  at  a  time  when  rates  of  return  on 
other  investments  were  less  attractive.  The  demand  for  new  housing 
generally  remained  strong  during  this  period.  Nevertheless,  by  the  spring 
of  1955  a  surplus  of  housing  became  evident  in  some  scattered  localities. 
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Easy  mortgage  credit  manifested  itself  most  conspicuously  in  the  terms 
offered  on  government-guaranteed  loans  for  veterans,  although  it  was  by 
no  means  limited  to  this  segment  of  the  market.  In  the  spring  of  1955, 
mortgage  loans  with  maturities  of  26  to  30  years  represented  nearly  two- 
thirds  of  the  total  number  of  veterans’  loans  on  new  homes,  compared  with 
about  one-third  a  year  earlier.  The  like  was  true  of  no-downpayment 
mortgages.  The  extensive  and  growing  resort  to  mortgages  requiring  no 
downpayment  raised  the  serious  question  whether  such  loans  were  in  the 
best  interest  of  many  of  the  veterans  attracted  into  home  purchase,  and 
whether  the  sale  of  homes  on  increasingly  easy  terms  could  be  maintained 
without  deterioration  of  credit  standards  and  unsettling  effects  on  home 
building  activity  in  the  future. 

In  addition,  strains  in  the  mortgage  market  began  to  be  evident  in  the 
spring  and  summer  of  1955.  Finding  it  difficult  to  handle  the  record 
volume  of  mortgage  loans  and  commitments,  mortgage  lenders  resorted 
increasingly  to  short-term  credit.  Savings  and  loan  associations  stepped  up 
sharply  their  borrowing  from  the  Federal  Home  Loan  Banks.  Other  mort¬ 
gage  lenders  arranged  for  temporary  financing  by  “warehousing”  large 
amounts  of  mortgages  with  commercial  banks — a  development  which  led  the 
Federal  Reserve  Bank  of  New  York  to  advise  caution  in  the  extension  of  this 
type  of  credit.  Advances  by  Home  Loan  Banks  to  savings  and  loan  associa¬ 
tions,  together  with  mortgage  “warehousing”  loans  by  commercial  banks  in 
major  cities,  increased  by  1.3  billion  dollars  between  August  1954  and 
August  1955. 

The  strains  on  the  financial  system  were  paralleled  by  pressures  on  the 
resources  available  to  the  construction  industry.  Building  materials,  such 
as  cement,  steel,  copjier  and  brass  products,  gypsum  board,  hard¬ 
wood  flooring,  even  bricks  and  nails,  were  reported  in  short  supply  in  more 
and  more  areas.  Wages  were  rising  generally.  The  price  of  land  for  resi¬ 
dential  developments  was  increasing  rapidly,  as  were  prices  of  buildinjc; 
materials. 

In  view  of  these  developments,  the  Federal  Housing  Administration  and 
the  Veterans  Administration  issued  regulations  in  late  April,  which  required 
the  home  purchaser  who  obtained  a  mortgage  underwritten  by  the  Gov¬ 
ernment  to  pay  legal,  recording,  and  related  fees  in  cash.  The  inclusion 
of  such  costs  in  mortgage  loans  was  one  of  the  unsound,  though  not  wide¬ 
spread,  practices  that  had  develop)ed  under  competitive  pressures.  At 
about  the  same  time,  the  field  offices  of  both  agencies  were  instructed  to 
intensify  their  surveys  of  local  housing  markets,  and  to  take  cdordinated 
steps  to  restrain  Federal  underwriting  of  mortgages  in  localities  where 
housing  surpluses  were  found  to  exist.  In  July  both  agencies  reduced  from 
30  to  25  years  the  maximum  maturity  of  mortgages  that  could  henceforth 
be  insured  or  guaranteed  by  the  Government.  Simultaneously,  the  mini¬ 
mum  downpayment  on  homes  bought  under  the  veterans’  program  was 
raised  from  zero  to  2  percent  of  the  purchase  price,  while  minimum  down- 


38 


Increases  in  Private  Debt 

8ILLI0NS  Of  OOLLAMS 

•  ILLIONS  Of  OOLLAHS 

c 


I 

payments  on  homes  purchased  under  the  program  of  the  Federal  Housing 
Administration  were  increased  correspondingly.  In  line  with  these  meas¬ 
ures,  the  Federal  Home  Loan  Bank  Board  took  steps  in  the  summer  and 
fall  to  restrain  the  rapid  growth  of  lending  by  the  Home  Loan  Banks 

All  these  steps  were  parts  of  a  general  and  concerted  credit  policy.  Hous¬ 
ing  loans  insured  or  guaranteed  by  the  Federal  Government  now  repre¬ 
sent  over  two-fifths  of  the  entire  home  mortgage  debt.  For  this  reason, 
if  for  no  other,  the  Government  has  a  direct  responsibility  in  helping  to 
maintain  a  sound  housing  and  mortgage  market.  It  has  a  corresponding 
duty  to  use  its  own  programs  wisely,  so  as  to  promote  stable  economic 
growth  as  well  as  progress  toward  better  housing.  The  objective  of  stable 
growth  is  clearly  in  the  national  interest.  It  is  also  in  the  long-term  interest 
of  those  who  have  so  greatly  benefited  from  the  Federal  housing  programs— 
the  millions  of  consumers  with  a  stake  in  their  homes,  jobs,  and  debt 
obligations,  the  hundreds  of  thousands  of  workmen  in  the  construction 
industry,  and  the  thousands  of  enterprises  engaged  in  home  building  and 
mortgage  lending. 

Adjusting  the  Stockpiling  Program 

After  the  basic  decision  of  January  to  hold  the  tax  line,  monetary 
and  credit  policies  were  largely  relied  on  to  keep  the  excesses  that  tend  , 
to  arise  during  prosperity  from  cumulating.  However,  the  Government’s  v 
housekeeping  operations  were  also  managed  so  as  to  relieve  the  pressures 
of  an  expanding  economy.  Among  other  things,  the  stockpiling  program 
was  adjusted  during  the  past  year,  w’ithin  the  limits  permitted  by  law,  to 
avoid  undue  hardship  to  the  civilian  economy.  Quantities  of  copper, 
aluminum,  and  nickel  under  contract  for  delivery  to  the  Government  were  ' 
diverted  to  industrial  use,  and  in  the  case  of  copper  some  holdings  outside 
the  stockpile  were  sold  for  essential  industrial  uses.  It  was  possible  to 
do  this  without  injury  to  the  defense  program  because  of  the  substantial 
progress  that  had  previously  been  made  in  stockpile  accumulations.  Also, 
the  expansion  of  capacity  in  some  major  industries,  notably  of  aluminum, 
is  now  contributing  to  domestic  mobilization  potentials  and  is  decreasing 
correspondingly  the  need  for  stockpiles.  ? 

IV.  Effectiveness  of  Monetary  and  Fiscal  Policies 

Monetary  and  fiscal  policies  influence  different  activities  in  varying  | 
degree,  and  these  effects  have  varying  time  dimensions.  Thus,  financial  | 
developments  during  1955  reflected  not  only  the  restraints  placed  on  I 
borrowing  in  that  year,  but  also  the  credit  ease  of  the  preceding  year.  In  I 
addition,  they  mirrored  the  strength  of  credit  demands  accompanying  the  B 
rapid  business  expansion  of  1955  as  well  as  the  efforts  to  moderate  these  B 
demands.  Final  evidence  of  the  effectiveness  of  recent  governmental  poli-  B 
cies  must  therefore  be  sought  in  the  economic  annals  that  are  yet  to  come  B 
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as  well  as  those  for  1955.  Even  now,  however,  it  can  be  said  with  confi¬ 
dence  that  the  early  recognition  of  a  need  for  monetary  and  fiscal  caution, 
and  the  gradual  but  persistent  application  of  a  policy  of  restraint  during 
the  greater  part  of  1955,  contributed  in  no  small  degree  to  the  achievement 
and  maintenance  of  prosperity  without  price  inflation. 

The  vigorous  expansion  of  economic  activity  during  1955  was  accom¬ 
panied  by  little  change  in  the  average  level  of  wholesale  or  consumer 
prices.  To  be  sure,  the  substantial  stability  of  the  price  level  reflected  in 
some  degree  the  opposite  movements  of  industrial  and  farm  prices  in 
wholesale  markets.  However,  the  increase  even  in  the  average  level  of 
industrial  prices  was  not  large  for  a  period  of  high  prosperity.  Because 
the  over-all  change  in  prices  was  small,  speculative  accumulation  of  business 
inventories,  such  as  has  often  led  to  economic  recession  in  the  past,  was 
largely  avoided  last  year.  And  since  consumer  prices  remained  virtually 
stable,  higher  earnings  due  to  increased  basic  rates  of  pay  and  longer  or 
more  regular  hours  of  work  were  not  dissipated,  but  resulted  in  rapidly 
rising  real  incomes  for  wage  earners.  The  advances  occurred  in  a  general 
atmosphere  of  industrial  peace. 

Although  we  have  not  entirely  escaped  the  financial  excesses  that  com¬ 
monly  develop  in  a  time  of  economic  exuberance,  the  policies  of  restraint 
pursued  by  the  Government  helped  to  moderate  the  growth  of  debt  and 
to  protect  its  quality.  A  balanced  Federal  budget  is  now  definitely  within 
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reach.  There  has  been  little  change  in  the  amount  of  stock  market  credit 
outstanding  since  last  June,  and  its  quality  has  improved.  The  tendency 
toward  increasingly  liberal  terms  on  consumer  instalment  loans  has  been 
arrested.  Mortgage  lending  is  proceeding  on  a  more  prudent  basis.  For 
some  months  now,  the  expansion  of  borrowing  has  in  the  aggregate  been 
largely  restricted  to  the  loan  funds  made  available  from  past  or  current 
savings.  Because  the  creation  of  new  money  has  been  kept  down,  the 
recurring  problem  of  preventing  inflation  should  be  less  difficult  in  the 
future. 


While  the  monetary  and  fiscal  restraints  of  last  year  contributed  signifi¬ 
cantly  to  economic  stability,  they  did  not  interfere  with  the  attainment  of  a 
very  high  rate  of  economic  growth.  Expansion  continued  throughout  the 
year,  and  the  rate  of  growth  slowed  down  only  when  output  began  pressing 
against  the  ceiling  of  physical  resources.  On  the  whole,  then,  the  perform¬ 
ance  of  the  economy  in  the  year  just  ended  indicates  considerable  success 
of  the  Government’s  stabilizing  efforts,  just  as  the  annals  of  1954  demon¬ 
strated  that  the  Government  helped  to  overcome  the  forces  of  economic 
contraction  and  facilitate  recovery. 

In  some  ways,  the  lesson  of  1955  is  perhaps  the  more  significant  one. 
Success  in  preventing  depression  depends  in  large  part  upon  a  willingness  to 
avoid  the  excesses  that  can  so  easily  develop  during  prosperity  and  upon 
skill  in  doing  this.  Governmental  measures  of  monetary  and  fiscal  restraint 
are  not  as  readily  accepted  as  are  measures  of  economic  stimulation.  The 
manufacturer  who  sees  an  opportunity  to  expand  his  activities  by  borrowing 
cannot  always  understand  why  his  bank  is  so  short  of  funds  that  he  must  put 
up  with  a  smaller  loan  than  he  requested.  Nor  can  the  homebuilder  or  mer¬ 
chant  or  consumer.  Nor,  for  that  matter,  can  the  banker.  To  each  partici¬ 
pant  in  the  economic  process  a  shortage  of  credit  may  appear  as  a  restriction 
on  his  own  opportunities.  But  the  basic  shortage  under  conditions  of  high 
prosperity  is  on  the  side  of  physical  resources,  not  on  the  side  of  money  or 
credit.  If  credit  on  easy  terms  were  available  to  everyone  at  a  time  when  the 
economy  is  already  working  close  to  capacity,  the  consequence  would  be  a 
scramble  for  limited  resources  and  a  cumulative  bidding  up  of  prices.  If 
taxes  were  simultaneously  reduced,  this  inflationary  process  would  only  be 
speeded  up.  A  government  that  sought  to  prolong  prosperity  by  such 
devices  would  be  taking  a  road  that  all  too  often  has  ended  in  disaster. 

Prompt  and  resolute  governmental  action  to  contain  undue  expansion 
requires  courage  and  a  willingness  to  focus  on  the  less  apparent  and  the 
longer-term  interests  of  the  economy.  The  fact  that  the  Government  dur¬ 
ing  1955  acted  in  this  fa^ion,  and  the  degree  to  which  people  accepted 
and  approved  the  program  of  fiscal  and  monetary  restraints  as  the  better 
part  of  wisdom,  testify  to  our  increasing  maturity  as  a  Nation  in  dealing 
with  the  problem  of  economic  instability.  Another  challenge  to  meeting 
the  objectives  of  the  Employment  Act  was  met  as  the  first  decade  of 
operations  under  this  novel  legislation  came  to  a  close. 

V.  The  Current  Economic  Situation 

Once  an  economy  operates  close  to  full  capacity,  further  expansion  of 
economic  activity  is  bound  to  proceed  at  a  slower  rate.  At  such  a  time, 
moreover,  crosscurrents  multiply  and  become  more  prominent.  As  was  to 


be  expected,  the  scope  of  the  economic  expansion  has  narrowed  in  recent 
months  and  its  pace  has  slackened.  Declines  have  lately  been  under  way  in 
housing  starts,  automobile  production,  and  other  activities,  but  they  are 
being  amply  offset  by  increases  elsewhere.  The  flow  of  orders  to  business 
firms  remains  high  and,  in  the  aggregate,  continues  to  exceed  current  pro- 
duction  and  sales.  Many  shortages,  particularly  of  metals,  persist.  In 
short,  the  rapid  expansion  of  six  or  twelve  months  back  has  given  way  to  a 
tamer  movement,  but  the  underlying  trend  still  appears  to  be  upward. 

The  economy  is  starting  the  new  year  from  a  strong  financial  as  well  as  a 
strong  industrial  position.  Although  stock  prices  are  substantially  higher 
than  a  year  or  two  ago,  credit  is  not  a  very  large  factor  in  today’s  stock  mar¬ 
ket.  Although  consumers  have  recently  added  heavily  to  their  debts,  they 
also  have  added  substantially  to  their  liquid  assets  and  earning  power.  The 
current  liabilities  of  business  firms  have  risen,  but  their  current  assets  have 
risen  still  more.  Agricultural  inventories  are  very  high,  but  they  arc  largely 
held  by  the  Government  and  their  disposal  will  not  be  permitted  to  disrupt 
markets.  The  recent  expansion  of  industrial  production  has  been  accom¬ 
panied  by  an  increase  in  business  inventories,  but  a  preponderant  part  of  the 
increase  has  been  in  goods  locked  up  in  the  productive  process.  Apart  from 
the  automobile  industry,  which  is  now  bringing  its  production  into  better 
adjustment  with  market  demand,  there  is  little  evidence  in  the  business  world 
of  excess  or  speculative  inventory  holdings.  Taking  recent  years  as  a 
standard,  the  current  ratio  of  inventories  to  sales  is  generally  low  for  both 
manufacturers  and  distributors.  The  increase  of  inventory  investment  in 
the  fourth  quarter  of  1955,  which  stands  out  prominently  in  the  most  recent 
statistical  summary  of  the  gross  national  product,  is  largely  attributable 
to  automobiles  and  docs  not  have  a  more  general  significance. 

As  just  noted,  housing  starts  have  recently  been  declining.  Such  indica¬ 
tors  as  we  have  of  proposed  home  construction  are  also  pointing  downward 
These  movements  largely  reflect  the  limited  supply  of  mortgage  money  in  the 
recent  past,  rather  than  a  slackening  demand  for  new  homes.  Basic  con¬ 
ditions  of  the  home-building  industry  are,  on  the  whole,  satisfactory.  In 
good  part  because  of  the  governmental  steps  taken  during  1955  to  avoid 
overbuilding,  local  housing  surpluses  are  now  fewer  than  last  spring.  In 
the  Nation  as  a  whole,  the  vacancies  currently  available  are  only  about 
2.3  percent  of  the  total  stock  of  dwellings.  Although  that  figure  is  some¬ 
what  higher  than  in  recent  years,  vacancies  still  fall  short  of  the  reserves 
that  people  need  in  order  to  shift  their  housing  accommodations  without 
excessive  delays. 

The  demand  for  new  dwellings  remains  strong,  and  there  are  some  sigw 
also  of  improvement  in  the  conditions  affecting  their  supply.  Shortage! 
of  building  materials  have  been  reduced  somewhat  in  recent  weeks.  Morc- 
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Indicators  of  Investment  Preparations 


BILLIONS  OF  DOLLARS  THOUSANDS 


MILLIONS  OF  SOUANE  FEET  BILLIONS  OF  DOLLARS 


NOTE :  ALL  DATA  ARE  SEASONALLY  ADJUSTED. 

SOURCES:  F.W.OOOSE,  DUN  a  BRAOSTRCET,  DCFARTMENT  OF  COMMERCE,  MC  ORAW-HILL, 
AND  NATIONAL  BUREAU  OF  ECONOMIC  RESCARCN. 


over,  the  condition  of  the  mortgage  market  is  beginning  to  improve.  Quota¬ 
tions  on  government-underwritten  mortgages  have  stabilized  of  late.  Com¬ 
mitments  by  life  insurance  companies  for  making  home  mortgages  seem  to 
have  turned  up.  By  last  December,  the  savings  and  loan  associations  had 
already  succeeded  in  bringing  their  commitments  into  reasonable  adjustment 
with  their  inflows  of  cash,  and  the  Federal  Home  Loan  Bank  Board  therefore 
relaxed  the  restraints  on  borrowing  from  the  Home  Loan  Banks.  More 
recently,  in  view  of  the  adjustments  that  have  already  taken  place  in  the 
home-building  and  home-financing  industries,  the  maximum  permissible 
term  of  govemmentally  underwritten  mortgages  has  been  restored  to  30 
years.  All  these  developments  favor  a  good  rate  of  residential  building 
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during  1956,  although  it  seems  unlikely  that  the  exceptionally  high  volume 
of  the  past  year  will  be  attained. 

On  the  other  hand,  business  investment  has  been  rising  vigbrously  in 
recent  months,  and  the  indications  are  that  the  increase  will  be  extended 
in  the  months  immediately  ahead.  Orders  for  machine  tools,  freight  cars, 
engines  and  turbines,  and  durable  goods  generally  have  been  expanding. 
The  excess  of  orders  over  sales  of  durable  goods  in  the  past  twelve  months 
has  built  up  a  large  backlog  of  unfilled  orders.  New  business  incorporations 
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have  been  proceeding  at  a  high  rate.  When  allowance  is  made  for  the 
erratic  movements  intrinsic  in  monthly  records,  it  is  clear  that  construction 
contracts  for  commercial  and  industrial  structures  have  been  moving  to 
higher  levels.  Surveys  of  business  plans  for  capital  spending,  many  of 
which  represent  firm  commitments  for  1956,  likewise  suggest  a  rising 
volume  of  business  outlays  on  plant  and  equipment.  In  view  of  the  invest¬ 
ments  that  are  projected  or  already  under  way,  the  outlook  for  business 
capital  expenditures  in  coming  months  is  good. 

The  prospective  high  volume  of  private  investment  in  fixed  capital — 
that  is,  business  investment  in  plant  and  equipment  together  with  residential 
construction — is  likely  to  be  supplemented  over  coming  months  by  further  ex¬ 
pansion  of  State  and  local  spending.  The  pressures  for  local  improvements 
are  continuing  to  mount  over  the  country,  and  the  scale  on  which  con¬ 
struction  contracts  are  proceeding  strengthens  the  expectation  of  a  higher 
rate  of  State  and  local  outlays.  Federal  exp>cnditure  on  goods  and  services 
may  also  move  a  little  higher  over  coming  months. 

The  basis  for  judging  other  parts  of  the  economy  is  less  clear  at  present. 
However,  foreign  trade  probably  will  continue  at  a  high  level,  at  least  over 
the  months  immediately  ahead.  How  soon  and  in  what  degree  the  decline 
of  farm  incomes  and  farm  spending  is  checked  will  largely  depemd  on  how 
promptly  the  Congress  acts  on  the  Administration’s  newly  proposed  farm 
program.  The  future  course  of  consumer  spending  is  always  shrouded  in 
uncertainty,  but  it  is  w'ell  to  note  that  retail  sales  last  quarter  were  at  their 
highest  level  of  the  year,  and  that  retail  sales  in  December — quite  apart 
from  the  normal  seasonal  bulge — were  at  the  highest  level  of  the  quarter. 
Thus,  the  trend  of  aggregate  consumer  spending  continues  to  be  upward, 
despite  the  recent  decline  of  expenditures  on  durables.  If  it  is  unlikely 
that  consumers  will  buy  automobiles  in  1956  at  last  year’s  extraordinary 
rate,  they  may  spend  more  freely  on  home  improvements,  home  furnishings, 
and  nondurables.  The  urge  to  maintain  and  improve  living  standards  is 
so  strong  nowadays  that  continuation  of  a  high  level  of  consumer  sp>ending 
can  be  reasonably  anticipated. 

Under  current  conditions,  the  economic  growth  of  our  Nation  is  limited 
by  industrial  capacity  and  accretions  to  the  labor  force.  When  the  economy 
has  reached  so  high  a  level  its  near-term  course  is  inevitably  surrounded  by 
a  margin  of  uncertainty,  and  minor  movements  can  occur  without  involving 
a  change  in  general  trend.  Taking  recent  developments  all  together,  it  is 
reasonable  to  expect  that  high  levels  of  production,  employment,  and  income 
will  be  broadly  sustained  during  the  coming  year,  and  that  underlying  con¬ 
ditions  will  remain  favorable  to  further  economic  growth. 

The  clearest  lesson  of  recent  economic  history  is  the  need  for  alertness 
to  economic  change  and  for  prompt  adaptation  of  economic  policies  to 
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changing  business  conditions.  It  is  imjxjrtant  to  avoid  complacenq  ; 
and  to  bear  in  mind  the  uncertainties  that  always  surround  the  future 
But  it  is  no  less  important  to  recognize  that  the  opportunities  which  lie  i 
ahead  for  American  businessmen,  consumers,  workers,  farmers,  and  investon 
are  much  greater  than  the  uncertainties.  The  basic  objective  of  govern-  \ 
mental  policy  in  the  economic  sphere  during  the  coming  year  should  be  tc  ! 
help  in  the  realization  of  these  opportunities.  The  following  chapters  pre¬ 
sent  for  the  consideration  of  the  Congress  a  program  to  help  widen  the  scope 
of  our  current  prosperity  and  to  help  extend  it  into  the  future. 
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I  Chapter  3 

Broadening  the  Scope  of  Prosperity 

The  preceding  chapter  has  fcKused  on  the  Nation’s  success  in 
attaining  general  prosperity  without  price  inflation  during  the  year 
just  ended.  But  the  economic  life  of  a  dynamic  people  is  full  of  cross¬ 
currents.  No  matter  how  rapidly  the  economy  as  a  whole  may  be  advanc¬ 
ing,  there  are  always  some  industries  and  areas  that  are  standing  still  or 
even  declining.  Progress  of  technology  is  by  its  nature  uneven;  new 
products  and  new  firms  continually  disrupt  economic  routine;  shifts  of  de¬ 
mand  keep  occurring  and  recurring;  foreign  developments  have  widely 
divergent  effects  on  domestic  industry;  and  the  weather  itself  is  sometimes 
the  arbiter  over  the  lives  and  fortunes  of  people.  These  factors  and  many 
others  like  them  diversify  the  economic  life  of  a  Nation.  If  our  economy 
is  to  continue  growing,  it  will  have  to  remain  fluid  and  resilient,  and  broadly 
responsive  to  market  forces.  The  general  welfare  may,  however,  be  greatly 
enhanced  by  fostering  conditions  under  which  adjustments  can  be  accom¬ 
plished  with  a  minimum  of  hardship  or  difficulty. 

It  is  precisely  because  good  times  have  spread  so  widely  among  the  Amer¬ 
ican  people  that  we  should  give  serious  thought  to  ways  and  means  of 
extending  prosperity  to  the  less  flourishing  sectors  of  our  economy.  Many 
branches  of  agriculture  have  failed  to  participate  fully  in  the  Nation’s 
prosperity.  Unemployment  has  persisted  in  some  urban  communities  de¬ 
spite  the  attainment  of  full  employment,  in  a  practical  sense,  in  the  Nation 
at  large.  Even  in  these  highly  prosperous  times  a  relatively  small  yet  sig¬ 
nificant  number  of  American  families  have,  for  one  reason  or  another,  in¬ 
comes  that  are  much  too  low.  We  must  try  to  extend  the  magnificent  per¬ 
formance  of  our  economy.  The  first  and  most  pressing  problem  requiring  the 
attention  of  the  Congress  is  the  continued  decline  of  agricultural  incomes. 

I.  Promoting  Agricultural  Readjustments 

American  agriculture  is  a  highly  varied  part  of  the  national  economy. 
The  commercial  farms — where  the  income  of  the  operator’s  family  depends 
primarily  on  the  sale  of  farm  products — vary  greatly  in  size,  in  degree  of 
specialization,  in  productive  efficiency,  and  in  financial  return.  In  addition, 
there  arc  many  part-time  and  residential  farms.  The  Nation  has  a  stake 
in  the  welfare  of  all  agriculture  and  all  farm  people.  National  programs 
must  take  account  of  the  divergent  problems  of  the  different  groups. 
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Farm  Income,  Prices,  and  Output 
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^  INCLUDES  GOVERNMENT  PAYMENTS  AND  NET  CHANGE  IN  FARM  INVENTORIES. 
SOURCE:  DEPARTMENT  Of  AGRICULTURE. 


52 


The  commercial  farmers  who  produce  the  bulk  of  our  farm  output  are 
ingenious,  adaptive,  and  progressive.  They  take  advantage  of  the  rich 
flow  of  technical  knowledge,  materials,  and  machinery  made  available  by 
research  and  industrial  development.  Their  farms  are  better  equipped 
and  better  managed  than  they  have  ever  been.  Operator-owned  family 
farms  continue  to  predominate,  and  the  acreage  and  capital  per  farm  are 
increasing.  Farm  wage  rates  have  risen  as  the  high  level  of  industrial 
activity  in  the  postwar  decade  has  drawn  into  more  remunerative  nonfarm 
occupations  many  low-income  farmers,  sharecroppers,  and  hired  hands. 
Farm  people  are  taking  advantage  of  opportunities  for  off-farm  employ¬ 
ment,  full-time  or  part-time,  which  yields  important  supplements  to  their 
income;  and  their  living  has  improved  far  above  prewar  levels.  Since  Janu¬ 
ary  1955  farmers  have  participated  in  our  national  system  of  Old-Age  and 
Survivors  Insurance.  Continuing  large  increases  in  population,  coupled 
with  high  and  rising  levels  of  national  income  and  employment,  have 
maintained  a  strong  domestic  demand  for  farm  products  in  recent  years. 

Nevertheless,  the  economic  condition  of  agriculture  is  not  satisfactory, 
and  the  position  of  farmers  in  our  dynamic  economy  has  aroused  deep 
concern.  Experience  varies  widely  from  year  to  year  in  different  farming 
sections  and  enterprises,  and  from  farm  to  farm.  Yet  gross  and  net  incomes 
from  farming  have  been  declining  since  1951,  in  sharp  contrast  to  improving 
rewards  in  industry,  commerce,  and  finance.  Readjustment  to  peacetime 
conditions  of  demand  and  production  has  not  been  fully  achieved.  It  is 
imperative  that  we  strengthen  farm  programs  on  the  basis  of  a  realistic 
appraisal  of  the  present  situation. 

Fanners  responded  magnificently  to  wartime  and  postwar  challenges 
to  produce  abundantly,  and  generally  enjoyed  great  prosperity  in  the  1940’s. 
Farm  incomes  rose  to  new  highs  after  World  War  II  as  a  result  of  price 
inflation,  high  domestic  demand,  and  extraordinary  exports  largely 
financed  by  grants  and  loans  from  the  Government.  Substantial  declines 
in  farm  prices  and  incomes  in  1948  and  1949  were  due  mainly  to  subsidence 
of  this  abnormal  export  demand,  record  crop  production  in  1948,  and 
some  contraction  in  the  domestic  economy.  The  outbreak  of  the  Korean 
conflict  and  fears  of  a  return  of  wartime  shortages  stimulated  increases 
in  both  the  domestic  and  foreign  demand  for  agricultural  products.  This, 
coupled  with  renewed  inflation,  raised  farm  prices  and  gross  incomes  to  new 
peaks  in  1951.  The  containment  of  hostilities  led  to  a  fall  in  abnormal 
demands  for  stcxks,  and  there  was  a  sharp  decline  of  agricultural  exports 
in  1952-53.  Enlarged  supplies  of  meats  and  dairy  products  in  1953,  as 
well  as  temporarily  reduced  consumer  demand  for  the  latter,  also  con¬ 
tributed  to  the  decline  in  farm  prices  and  incomes  from  their  exceptional 
1951  peaks.  The  further  declines  in  1954  and  1955  were  associated  with 
a  general  enlargement  of  production  and  stocks. 

The  decline  in  gross  farm  income  since  1951  has  been  accompanied  by 
an  even  sharper  decline  in  net  income.  Farm  production  expenses  in  in- 
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creasing  degree  consist  of  machinery,  fertilizer,  and  other  items  purchased 
from  the  nonfarm  economy.  Prices  of  these  items  have  declined  little  in 
recent  years,  and  in  many  cases  have  risen  as  nonfarm  demands  for  steel, 
gasoline,  and  other  products  continued  to  increase.  Thus,  farmers  have 
been  subjected  to  a  “cost-price  squeeze.”  Although  the  market  conditions 
that  prevailed  during  and  immediately  after  the  war  could  not  be  expected 
to  continue  indefinitely,  the  protracted  decline  and  current  low  levels  of 
income,  in  a  period  of  generally  good  times,  are  of  increasing  concern. 

On  certain  points  the  evidence  is  clear.  Commercial  farmers  have  been 
producing  and  are  geared  to  produce  more  than  could  be  commercially 
disposed  of  at  suppsorted  prices.  Government  restrictions  on  acreage  of 
several  crops,  notably  wheat  and  cotton,  have  insufficiently  curtailed  pro¬ 
duction  of  these  crops  and  have  led  to  expansion  of  others.  Huge  carry¬ 
overs  have  piled  up,  far  beyond  liberal  estimates  of  desirable  reserves. 
Government  holdings  acquired  under  price-support  programs  have  kept 
rising,  in  spite  of  intensive  and  effective  efforts  to  dispose  of  surpluses. 


The  persisting  decline  in  farm  prices  and  incomes  reflects  a  continuing 
imbalance  between  farm  output  and  its  ultimate  disposition.  The  im¬ 
balance  is  to  be  traced  largely  to  the  technological  revolution  in  American 
agriculture,  changing  domestic  demands  for  farm  products,  the  expansion 
of  agricultural  production  abroad,  and  the  repeated  extension  of  wartime 
price  support  levels  long  after  the  end  of  World  War  II. 

The  most  recent  upsurge  in  our  agricultural  technology  began  in  the  late 
I930’s.  It  has  taken  many  forms,  such  as  better  varieties  of  seeds,  improved 
breeds  of  livestock,  more  and  better  machinery,  increasing  use  of  fertilizer 
improved  feeding  practices,  extension  of  electrification,  and  more  effective 
controls  of  weeds,  insects,  and  plant  and  animal  diseases.  Favorable  prices, 
higher  incomes,  and  the  steadily  improving  asset  position  of  farmers  during 
the  war  made  it  possible  to  adopt  the  new  technology  at  a  rapid  pace  between 
1940  and  1945.  After  the  war  the  broad  uptrend  in  farm  output  continued, 
and  there  is  no  sign  that  the  current  phase  of  the  technological  revolution 
has  run  its  course.  The  index  of  total  farm  output  rose  20  percent  during 
1939-45,  4  percent  in  1945-50,  and  12  percent  in  1950-55;  new  records 
were  set  in  each  of  the  past  five  years.  The  latest  increases  have  far 
exceeded  the  expectations  of  competent  specialists.  In  output  per  acre 
f)er  livestock  unit,  per  farm  worker,  and  pser  man-hour,  remarkable  advances 
have  been  registered. 

Demand  has  not  risen  enough  to  absorb  all  of  the  enlarged  farm 
output.  Indeed,  technological  developments  on  and  off  farms  have 
of  themselves  reduced  the  demand  for  several  important  farm 
products.  Notable  examples  are  the  nearly  complete  replacement  of 
horses  and  mules  by  automotive  equipment  in  farm  and  nonfarm  uses 
and  of  horsefeed  by  motor  fuel ;  inroads  of  synthetic  fibers,  paper,  and  other 
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J  products  on  the  consumption  of  cotton  and  wool ;  and  the  adverse  effect  on 
the  demand  for  fats  and  oils  from  increasing  displacement  of  soap  by  deter¬ 
gents.  Apart  from  such  changes,  as  incomes  rise  the  demand  for  farm 
i  products  tends  to  increase  at  a  rate  below  the  rate  of  increase  in  disposable 
personal  income.  Per  capita  consumption  of  food  in  1955  was  only  3  per- 
'  cent  higher  than  in  1947-49,  whereas  per  capita  disposable  income  in 
constant  dollars  was  15  percent  higher.  Retail  food  sales  have  risen  with 
i  population  and  incomes,  but  much  of  the  increase  in  consumer  expendi¬ 
ture  has  gone  for  additional  services  associated  with  processing  and  dis- 
'  tribution  rather  than  to  enlarge  the  per  capita  demand  for  raw  foodstuffs. 
For  some  products,  such  as  wheat  and  potatoes,  rising  personal  incomes 
entail  a  decrease  in  demand  as  consumers  shift  to  more  highly  preferred 
foods.  And  per  capita  consumption  of  meat,  poultry,  and  most  dairy 
products  has  of  late  been  so  high  that  further  increases  encounter  greater 
i  competition  from  other  desired  goods  and  services. 

Notable  gains  by  the  economies  of  Western  Europe  and  many  other 
;  parts  of  the  world  since  1948  might  have  been  exp>ected  to  enlarge  normal 
I  ex{X)rt  markets  for  American  farm  products.  Several  factors  have  severely 
limited  the  extent  to  which  this  has  occurred.  Agriculture  abroad  grad¬ 
ually  recovered  from  wartime  destruction  and  disorganization.  Under  the 
stimulus  of  national  measures  aimed  at  self-sufhciency,  enlarged  exports, 
and  protection  to  farmers,  the  output  of  major  crops — wheat,  cotton,  rice, 
sugar,  and  others — has  sharply  increased.  Even  several  of  the  low-income 
countries  have  greatly  expanded  their  production  of  foodstuffs  and 
fibers.  As  increased  supplies  have  brought  world  prices  down,  the  levels 
of  price  supports  in  this  country  have  tended  to  price  our  products  out  of 
world  markets. 

The  tendency  to  surplus  production  in  the  United  States  was  strongly 
reinforced  by  legislative  and  administrative  actions  in  1952.  An  Act  of 
July  17,  1952  extended  price  supports  on  the  six  “basic”  crops  at  90  percent 
of  parity  through  1954-55,  and  postponed  until  1956  the  application  of 
“modernized  parity”  formulas.  By  administrative  decisions  in  1952, 
acreage  allotments  and  marketing  quotas  were  not  applied  to  wheat  for 
harvest  in  the  following  year,  price  supports  for  dairy  products  were  main¬ 
tained,  and  the  support  prices  of  many  nonbasic  commodities  were  raised. 
These  measures  imposed  heavy  burdens  on  this  Administration.  Farm 
output  rose  to  a  new  high  in  the  very  year  when  the  abnormal  demands 
arising  from  the  Korean  conflict  disappeared.  Large  portions  of  the 
1953  output  of  supported  crops  and  dairy  products,  including  one-third 
of  the  farm  marketings  of  basic  crops,  had  to  be  acquired  by  the  Com¬ 
modity  Credit  Corporation  (CCC).  The  stimulus  to  overproduction  of 
basic  crops  continued  in  1954—55.  From  mid- 1952  to  mid- 1955,  when 
prices  of  all  six  basic  crops  were  supported  at  90  percent  of  old  parities,  CCC 
inventories  and  commitments  for  these  commodities  rose  from  1.2  billion 
dollars  to  6.0  billion. 
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As  soon  as  previous  regulations  could  be  terminated,  this  Administration^ 
took  steps  to  cope  with  the  growing  surpluses,  under  discretion  permitted  i 
by  the  Agricultural  Act  of  1949.  The  price-support  level  for  dairy  products 
was  reduced  on  April  1,  1954  to  75  percent  of  parity,  with  the  aim  of  reduc¬ 
ing  surplus  stocks,  encouraging  consumption,  and  thus  improving  the  posi¬ 
tion  of  dairy  farmers.  Price  supports  were  lowered  for  flaxseed,  soybeans, 
and  dry  beans  harvested  in  1954  and  for  feed  grains  and  cottonseed  har¬ 
vested  in  1955,  so  that  these  products  might  compsete  more  effectively  in 
the  markets  for  which  they  are  produced.  Acreage  allotments  and  mar¬ 
keting  quotas  were  authorized  for  1954  crops  of  wheat,  cotton,  tobai  co, 
and  peanuts.  To  avoid  extreme  acreage  reductions  in  one  year,  the 
Congress  determined  that  the  full  reductions  should  not  be  applied  to 
cotton  and  wheat  until  1955. 

The  Congress  incorporated  major  Administration  proposals  in  the  Agri¬ 
cultural  Act  of  1954,  which  was  designed  to  strengthen  the  foundations 
of  agriculture  and  to  yield  beneficial  results  over  the  years.  This  Act 
authorized  the  first  departure  from  price  supports  on  basic  crops  at  90 
jjercent  of  parity,  which  had  been  inaugurated  in  1942  to  stimulate  pro¬ 
duction  to  meet  war  needs.  It  provided  for  flexibility  in  these  price  sup¬ 
ports,  eventually  within  the  range  of  90  to  75  percent  of  modernized  parities. 
Thus  far,  however,  90  percent  supports  have  continued  to  apply  on  cotton, 
tobacco,  and  peanuts;  and  despite  the  adjustment  in  price  supports  on 
wheat  and  rice  for  harvest  in  1955,  these  products  have  not  moved  freely 
into  domestic  use  or  export.  The  attainment  of  a  balance  between  pro¬ 
duction  and  market  demand  has  been  severely  handicapped  by  the  huge 
stocks  accumulated  under  provisions  of  earlier  legislation,  and  also  by  the 
failure  of  acreage  allotments  to  bring  about  corresponding  reductions  in 
farm  output. 

Cotton  acreage  allotments  in  1954  and  1955  were  set  at  the  minimunu 
permitted  by  law,  with  the  object  of  reducing  production  to  10  million 
bales  in  1955.  Actually,  because  of  remarkably  increased  yields,  the  1954 
crop  exceeded  the  production  goal  by  15  percent,  and  the  1955  crop  by 
nearly  50  percent.  Wheat  yields  have  not  risen  as  rapidly,  but  the  amount* 
produced  on  the  minimum  acreage  allotment  permitted  by  law  ( 55  million 
acres)  have  continued  to  exceed  domestic  and  export  needs.  Similar 
results  have  been  experienced  with  other  basic  commodities.  Hence  carry¬ 
overs  of  these  commodities  and  feed  grains  have  rijen  in  1952-55.  For 
most  commodities,  moreover,  the  proportion  of  total  carry-overs  held  by 
the  CCC  has  been  increasing;  on  June  30,  1955  aliout  97  percent  of  the 
wheat  carry-over  was  in  its  hands. 

The  production-control  programs  that  have  been  operated  for  basic 
commodities,  which  account  for  about  one-fourth  of  the  total  income  from 
farm  marketings,  have  indirectly  contributed  to  lower  incomes  for  the  pro¬ 
ducers  of  other  important  commodities.  Farmers  with  acreage  diverted 
from  basic  crops  have  deemed  it  more  profitable  to  produce  feed  grains  or 
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other  crops,  even  at  lowered  support  prices,  than  to  let  this  part  of  their 
land  lie  idle.  Many  have  expanded  their  hog  and  beef  cattle  numbers  to 
use  the  additional  feed  thus  produced,  adding  further  to  the  expansion 
induced  by  relatively  favorable  livestock  prices  in  earlier  years.  Dairy 
feeding  rates  have  also  been  increased.  These  factors  have  been  largely 
responsible  for  lower  prices  of  beef  cattle  and  sharply  lower  prices  of  hogs 
in  1955,  and  a  continued  increase  in  production  of  dairy  products. 

Unrealistic  supports  have  not  merely  overstimulated  production  of  several 
basic  farm  products  in  this  country  and  abroad;  they  have  also  impeded 
normal  flow  into  feed  use  and  export.  Feed  use  of  wheat  is  no  larger  than 
in  former  periods  of  scarcity,  while  food  use  has  been  virtually  constant  for 
many  years,  and  seed  use  has  dropped  as  acreage  has  been  restricted.  Prac¬ 
tically  all  our  wheat  and  flour  exports  now  move  only  under  direct  subsidy  or 
under  special  export  programs.  In  fiscal  year  1955  the  average  subsidy 
on  wheat  exported  under  the  International  Wheat  Agreement  was  about 
75  cents  per  bushel.  In  December  1955  American  wheats  were  selling  on 
domestic  markets  around  65  cents  per  bushel  above  equivalent  export  prices. 

Our  cotton  is  steadily  losing  ground  in  competition  with  synthetic  fibers 
and  paper,  and  is  rapidly  losing  export  markets  to  foreign  producers  who 
have  stepped  up  their  production  at  prices  made  remunerative  by  American 
price  supports.  In  1954-55  over  40  percent  of  our  cotton  exports  were 
moved  under  special  programs,  including  Exp>ort-Import  Bank  loans.  In 
the  current  marketing  year  the  disparity  between  prices  of  American  and 
foreign  cottons  is  much  wider  than  hitherto,  and  commercial  exports  are 
running  extremely  low.  In  short,  cotton  growers  now  face  the  threat  of 
a  drastic,  permanent  shrinkage  of  their  commercial  markets.  Tobacco 
exports  arc  holding  up  well,  despite  expansion  of  foreign  production,  but 
increasing  proportions  are  moved  under  sjDccial  expert  programs.  Since 
1953  commercial  exports  of  American  rice  have  declined  radically,  and 
outlets  for  surplus  rice  in  CCC  hands  are  found  with  great  difficulty  either 
at  home  or  abroad. 

With  additional  authority  granted  by  the  Congress  during  the  past  two 
years,  the  Administration  has  made  great  efforts  to  disjx)se  of  surplus  accu¬ 
mulations  at  home  and  abroad,  as  well  as  to  enlarge  the  domestic  use  of 
livestock  products  that  tend  to  be  in  surplus.  The  Agricultural  Act  of  1954 
authorized  the  CCC  to  use  50  million  dollars  annually  to  increase  the 
consumption  of  milk  by  school  children,  and  to  make  available  to  the  Armed 
Services  dairy  products  acquired  in  price-support  operations.  The  Agri¬ 
cultural  Trade  Development  and  Assistance  Act  of  1954  gave  the  CCC 
additional  authority  to  use  surplus  agricultural  commodities  in  barter 
transactions,  and  for  famine  relief  or  other  emergencies  in  friendly  countries. 
It  also  authorized  in  Title  I  the  sale  of  these  products  to  friendly  nations 
for  foreign  currencies.  In  mid- 1955  the  authorization  to  reimburse  the 
CCC  for  losses  on  sales  under  Title  I  was  increased  from  the  original  700 
million  dollars  to  1,500  million  dollars  for  the  three  fiscal  years  1955-57. 


In  fiscal  1955,  exports  sold  for  foreign  currencies  totaled  345  million  dollan :| 
experts  bartered  for  strategic  and  other  materials  amounted  to  125  millior.| 
dollars;  and  shipments  under  grant  programs  of  the  International  Coopera- j- 
tion  Administration  totaled  381  million  dollars.  The  moderate  rise  in  our 
total  agricultural  exports  from  the  low  of  1952-53  is  more  than  accounted 
for  by  subsidized  sales,  sales  for  foreign  currencies,  sacrifice  sales,  and 
donations. 

Recent  administrative  actions  have  helped  in  other  ways  to  alleviate 
temporary  market  surpluses  and  to  reduce  CCC  stocks.  Examples  art 
( 1 )  liberal  donations  for  school-lunch  programs,  to  charitable  institutions, 
and — with  the  aid  of  private  philanthropic  organizations — to  needy  peoplt 
overseas;  (2)  payment  of  export  subsidies  on  certain  citrus  fruits;  (3)  ir, 
view  of  the  large  1955  crops,  payments  to  divert  white  potatoes  to  starch  and 
feed  use,  and  the  purchase  of  sweet  psotatoes  for  use  in  school  lunches;  (4) 
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inauguration  in  the  fall  of  1955  of  a  program  of  purchase  of  pork  product 
and  lard;  and  (5)  gradual  sale  of  CCC  holdings  of  wool  on  competitive  bids] 
beginning  in  November  1955. 

The  Administration  is  intensifying  its  efforts  in  these  directions.  Yet 
exp)erience  shows  that  there  are  limits  to  expanding  the  noncommercial 
disposal  of  farm  products.  Beyond  some  point,  commercial  sales  are  merely 
displaced,  without  increasing  total  consumption.  At  home,  the  displace- 1 
ment  may  be  of  the  same  or  comp)eting  commodities;  abroad,  our  own  com-  i 
mercial  exports  or  those  of  friendly  nations  may  be  displaced.  More¬ 
over,  domestic  producers  in  an  importing  country,  even  if  its  pieople  art 
ill-fed  and  ill-clothed,  may  feel  adversely  affected.  The  difficulties  art 
greatest  with  our  largest  surpluses,  those  of  cotton  and  wheat.  Extreme 
care  is  necessary  to  avoid  disrupting  world  markets  and  damaging  the 
delicate  fabric  of  our  foreign  relations. 

Increasingly  vigorous  surplus  disposals  have  achieved  substantial  reduc¬ 
tions  in  CCC  stocks  of  some  commodities  and  retarded  the  increase  of 
others.  Surplus  disposals  of  agricultural  commodities  by  the  CCC  have 
risen  from  520  million  dollars  in  fiscal  year  1953  to  1,424  million  in 
fiscal  1954,  and  2,115  million  in  fiscal  1955.  The  realized  losses  on  such 
disposals  account  for  much  of  the  increase  in  total  costs  of  “programs 
primarily  for  stabilization  of  farm  prices  and  income”  which  were  330 
million  dollars  in  fiscal  1953,  963  million  in  fiscal  1954,  and  about  1,300 
million  in  fiscal  1955.  Meanwhile,  total  CCC  inventories  and  commit¬ 
ments  rose  from  1.4  billion  dollars  in  mid-1952  to  over  7.0  billion  in  mid- 
1955.  Chiefly  because  of  huge  feed  grain  supplies  and  extraordinarily  high 
cotton  yields,  CCC  stocks  in  1956  will  probably  be  still  higher. 

The  Federal  Government  has  thus  assumed  heavy  financial  burdens  on 
behalf  of  agriculture  during  the  past  three  years.  Increasing  proportions 
of  gross  and  net  farm  income  have  come  from  the  public  Treasury.  In 
spite  of  this,  farm  income  has  declined  and  many  farmers  have  continued 
to  be  subject  to  tight  restrictions.  In  considerable  part,  these  are  cons^ 
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qucnces  of  price  supports  that  are  out  of  line  with  market  conditions,  and 
of  production  restraints  that  do  not  work  well. 

It  is  clear  that  price  supports  at  90  percent  of  parity  for  basic  commodities, 
after  thorough  test,  have  failed  in  recent  years  to  maintain  farm  prices 
and  farm  income.  They  have  delayed  realistic  adjustment  of  farm  output 
to  altered  domestic  and  export  demands.  They  have  indeed  cushioned 
declines  of  prices  for  producers  of  supported  commodities;  but,  contrary 
to  intentions,  they  have  prolonged  the  period  and  extended  the  scope  of 
declines  in  farm  prices  and  incomes.  To  go  back  to  high,  rigid  price  sup¬ 
ports,  as  some  have  urged,  would  only  make  the  situation  worse. 

The  position  we  have  reached  clearly  requires  further  revision  in  agri¬ 
cultural  programs  that  will  lead  toward  the  goals  of  a  stable  and  prosperous 
agriculture,  with  production  in  balance  with  market  demand,  at  costs 
and  prices  that  permit  good  farmers  to  earn  remunerative  returns 
with  substantial  freedom  in  managing  their  enterprises.  In  view  of  the 
size  of  stocks  accumulated,  and  the  persistent  tendency  to  annual  addi¬ 
tions,  these  high  goals  cannot  be  reached  at  once,  but  we  must  move 
energetically  toward  them. 

Present  agricultural  conditions  call  for  an  attack  on  several  fronts. 
Surplus  stocks  must  be  reduced.  Annual  surpluses  of  important  products 
must  be  cut  at  their  source,  and  soil  conservation  must  be  extended  on  land 
now  contributing  to  such  surpluses.  Additional  voluntary  reductions  in 
crop  acreage  must  be  induced  by  payments  to  offset  the  consequent  loss  of 
income  from  farming.  Various  modifications  in  commodity  programs  and 
a  relaxation  of  present  restrictions  on  farmers,  where  feasible,  are  required. 
Stress  should  be  laid  on  enlarging  outlets  for  farm  products,  on  means  of 
reducing  production  costs,  and  on  ways  of  helping  farm  jjeople  to  earn  more 
income. 

The  special  Message  on  Agriculture  of  January  9,  1956  therefore  recom¬ 
mended  a  number  of  measures  to  promote  economic  readjustments  in 
agriculture.  Chief  among  these  is  the  two-part  Soil  Bank  Program  de¬ 
signed  to  reduce  current  output  of  farm  products,  particularly  of  those 
commodities  in  greatest  surplus.  Also  included  are  proposals  to  sjieed 
surplus  disposal,  broaden  outlets  for  farm  products,  reduce  farm  produc¬ 
tion  costs,  improve  farm  credit  facilities,  and  expand  agricultural  research. 

The  Message  recommended  that  the  Congress  consider  a  program  for 
stimulating  voluntary  additional  reductions  in  the  acreage  planted  to  wheat, 
cotton,  com,  and  rice.  Under  the  proposed  Acreage  Reserve  Program, 
growers  of  these  crops  will  be  asked  to  reduce  plantings  below  their  allot¬ 
ments  in  return  for  negotiable  certificates  entitling  them  to  cash  or  to 
specified  quantities  of  the  commodity  from  CCC  stocks.  Thus,  surplus 
stocks  can  be  used  to  meet  portions  of  current  market  demand  without 
reducing  the  net  farm  income  of  the  growers.  Under  existing  conditions 
special  problems  arise  in  connection  with  com.  If,  therefore,  the  Con¬ 
gress  should  choose  not  to  authorize  the  Acreage  Reserve  Program  for 
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com,  an  alternative  might  be  considered,  namely,  to  eliminate  acreaut 
allotments  and  put  com  price  supports  on  a  discretionary  basis  comparable 
with  other  feed  grains.  This  course  might  also  be  considered  with  respect 
to  rice,  on  which  both  acreage  and  marketing  controls  are  in  elTect.  | 

The  proposed  Conservation  Reserve  Program — the  second  part  of  thej 
Soil  Bank — is  designed  to  alleviate  the  declines  in  income  of  producers  ofj 
cultivated  crops  and  livestock  that  have  resulted  from  the  increased; 
supplies  of  feed  grains  and  other  crops  grown  on  “diverted  acres.”  All 
farmers  will  be  offered  the  opportunity  to  withdraw  some  cropland  frore 
current  production.  To  achieve  this  reduction  in  acreage  and  to  assure 
the  conservation  of  this  land  for  future  use  as  needed,  the  Federal  Govern¬ 
ment  will  provide  financial  assistance  to  farmers  in  establishing  the  appro¬ 
priate  protective  cover,  and  will  also  make  annual  payments  related  to  the 
length  of  time  needed  to  establish  the  new  use  of  the  land.  It  is  anticipated 
that  this  program  will  reduce  the  acreage  planted  to  feed  grains,  thu! 
restricting  the  e.xpansion  of  livestock  production. 

To  insure  that  the  increased  acreage  in  protective  uses  will  not  lead  to 
expansion  of  forage-consuming  livestock,  it  has  been  recommended  that 
grazing  be  prohibited  on  the  land  put  into  the  Acreage  Reserve  and,  for  a 
specified  period,  on  land  retired  from  crop  production  under  the  Consersa- 
tion  Reserve  Program. 

The  Soil  Bank  Program  will  of  course  be  operative  in  the  Great  Plains 
States.  It  should  be  supplemented  there  by  a  special  Great  Plaim  Pro¬ 
gram,  which  has  been  developed  through  intensive  studies  and  cooperative 
efforts  of  Federal,  State,  and  local  interests.  In  portions  of  ten  Western 
States  between  the  Com  Bolt  and  the  Rocky  Mountains,  high  prices  dur¬ 
ing  and  after  World  War  II  drew  into  hazardous  crop  pmduction,  notably 
wheat,  much  land  that  should  be  in  permanent  grass.  To  sf)eed  the  return 
to  sounder  land  use  and  better-balanced  farm  practices  in  this  area,  addi¬ 
tional  legislation  is  being  proposed. 

The  Rural  Development  Program  was  initiated  in  1955  as  a  long-run 
cooperative  undertaking  to  help  farm  families  in  a  low-income  range  to 
improve  their  earning  power.  Most  of  these  farmers  do  not  contribute 
appreciably  to  farm  marketings  or  benefit  from  price  supports.  Some  arc 
small-scale  commercial  farmers  who  come  under  price-support  programs, 
especially  for  cotton  and  tobacco,  but  their  incomes  have  been  low  even 
when  farm  prices  have  been  highest.  While  the  Rural  Development  Pro¬ 
gram  cannot  yield  substantial  results  quickly,  it  is  of  high  importance  as  a 
means  of  developing  agriculture’s  human  resources,  as  explained  further 
below. 

Many  parts  of  our  agricultural  policy  are  working  well  and  require  only 
moderate  changes.  TTiese  together  with  the  new  measures  now  put  for¬ 
ward,  as  set  forth  in  the  recent  Message  on  Agriculture  and  the  Budget 
Message,  constitute  a  many-sided  attack  on  the  ills  that  beset  agriculture 
in  spite  of,  and  in  part  because  of,  its  great  productive  strength.  There 
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is  n*  sure  and  easy  cure  for  persisting  surplus  conditions.  We  must  con¬ 
tinue  to  be  on  guard  lest  measures  designed  to  help  do  harm  instead,  and 
we  must  be  ready  to  adjust  our  programs  as  experience  may  dictate.  The 
programs  now  recommended,  if  framed  wisely  and  adopted  promptly,  will 
promote  the  welfare  of  farmers  and  the  Nation. 

II.  Helping  Local  Communities  Reduce  Unemployment 

Just  as  the  recent  decline  of  agricultural  income  requires  the  attention 
of  the  Federal  Government,  so  too  does  the  problem  of  substantial  unem¬ 
ployment  which  has  persisted  in  some  urban  communities  despite  the  attain¬ 
ment  of  practically  full  employment  in  the  Nation  at  large.  Local  unem¬ 
ployment  often  proves  stubborn  when  it  stems  from  special  causes,  such  as  a 
dwindling  market  for  the  products  in  which  a  community  has  specialized, 
the  removal  of  one  or  more  of  its  key  firms  to  other  places,  a  lag  in  the  tech¬ 
nology  of  its  principal  industry,  or  the  depletion  of  a  natural  resource  on 
which  the  local  economy  is  based.  As  noted  in  last  year’s  Economic  Report, 
“such  ‘structural’  or  ‘spot’  unemployment  may  remain  even  when  the  Na¬ 
tion’s  economy  practically  reaches  full  employment.”  The  expansion  of 
general  economic  activity  during  the  past  year  has  indeed  sharply  reduced 
the  number  of  areas  suffering  from  chronic  unemployment,  but  it  has  not 
eliminated  the  problem  any  more  than  have  previous  expansions  in  our 
history  or  in  that  of  other  industrialized  nations. 

The  fate  of  distressed  communities  is  a  matter  of  national  as  well  as  local 
concern.  At  present,  numerous  private  groups,  as  well  as  State  and  local 
agencies,  are  assisting  communities  troubled  with  serious  unemployment 
in  working  out  practical  solutions.  The  Federal  Government  has  also 
actively  interested  itself  in  the  problem.  As  far  as  feasible,  government 
contracts  are  being  placed  with  firms  in  labor  surplus  areas.  An  induce¬ 
ment  has  been  given  to  the  location  of  defense  production  facilities  in  such 
areas  by  allowing  tax  amortization  benefits  beyond  those  granted  elsewhere. 
Also,  the  Office  of  Area  Development  in  the  Department  of  Commerce  has 
been  enlarged,  so  that  it  could  better  serve  local  needs.  Although  these 
programs  have  proved  helpful,  experience  demonstrates  that  bolder  meas¬ 
ures  are  needed.  To  this  end,  a  new  Area  Assistance  Program  is  recom¬ 
mended  for  aiding  communities  that  have  experienced  prersistent  and 
substantial  unemployment. 

The  program  is  designed  around  four  major  principles.  First,  Federal 
assistance  should  aim  at  helping  communities  to  help  themselves.  Major 
responsibility  in  planning  and  financing  the  economic  redevelopment  of 
their  communities  must  remain  with  local  citizens.  Second,  the  program 
should  aim  at  lasting  improvement  of  job  opportunities  by  the  establish¬ 
ment  or  expansion  of  productive  industries.  Projects  that  generate  only 
temporary  employment  do  not  help  a  community  solve  its  basic  problems 
and  may  even  worsen  its  predicament.  Third,  Federal  assistance  should 
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be  contingent  on  the  active  participation  of  governmental  authorities  who 
are  close  to  the  troubled  community;  that  is,  the  State  or  local  govern¬ 
ment  or  a  community-sponsored  development  or  credit  corporation  must 
provide  part  of  any  financial  assistance  required  for  specific  projects. 
Fourth,  Federal  aid  must  not  be  extended  to  a  community  if  the  proposed 
project  will  create  unemployment  in  some  other  area. 

In  line  with  these  principles,  a  new  unit — Area  Assistance  Administra¬ 
tion — is  proposed  in  the  Department  of  Commerce,  to  be  headed  by 
an  Administrator  and  to  be  aided  by  an  Advisory  Board  consisting  of  the 
Secretary  of  Commerce  as  Chairman,  the  Secretaries  of  Labor,  Agricul¬ 
ture,  Treasury,  and  Health,  Education,  and  Welfare,  and  the  Administra¬ 
tors  of  the  Housing  and  Home  Finance  Agency  and  the  Small  Business 
Administration.  The  Area  Assistance  Administration  will  provide  tech¬ 
nical  assistance  to  communities  or  larger  areas,  either  directly  or  through 
grants,  for  studying  their  resources  and  preparing  practical  plans  for 
industrial  development.  It  will  also  extend  capital  improvement  loan? 
for  projects  that  promise  to  improve  a  community’s  long-run  economic 
outlook  but  for  which  financing  cannot  be  obtained  on  reasonable  terms 
from  private  sources.  The  loans  should  be  made  in  participation  with 
the  State  or  local  government,  acting  either  directly  or  through  a  proper 
community  agency.  The  Federal  loan  should  not  exceed,  say,  25  percent 
of  the  cost  of  the  project,  while  the  State  or  local  share  must  not  fall  short 
of,  say,  15  percent.  This  loan  program  should  be  confined  to  commu¬ 
nities  that  have  had  an  unemployment  rate  of  around  8  percent  or  more 
during  the  greater  part  of  the  preceding  two  years.  But  the  loans  should 
be  available  for  a  wide  range  of  projects,  such  as  the  construction  of  in¬ 
dustrial  facilities,  the  purchase  and  alteration  of  existing  facilities,  or 
the  consolidation  and  development  of  tracts  for  industrial  sites. 

Areas  suffering  from  chronic  unemployment  could  also  be  helped  to 
develop  their  economic  base  by  changes  in  certain  programs  currently 
administered  by  the  Housing  and  Home  Finance  Agency.  Congress  should 
authorize  the  Housing  and  Home  Finance  Administrator  to  give  priority 
to  applications  received  from  areas  of  substantial  and  persistent  unemploy¬ 
ment  for  Federal  aid  in  financing  needed  public  facilities  under  Title  II 
of  the  Housing  Amendments  of  1955.  Also,  Title  I  of  the  Housing  Act 
of  1949  should  be  amended  to  make  benefits  under  the  Urban  Renewal 
Program  available  for  industrial  redevelopment  of  business  sections  in  these 
areas. 

Besides  undertaking  the  functions  of  technical  assistance  and  of  lending 
for  capital  improvements,  the  Area  Assistance  Administration  will  need  to 
concern  itself  with  aiding  communities  in  making  effective  use  of  the  numer¬ 
ous  Federal  programs  already  available  to  local  economies,  such  as  the 
inter-area  placement  service  of  the  United  States  Employment  Service  and 
its  State  affiliates,  the  lending  program  of  the  Small  Business  Administra¬ 
tion,  and  the  program  of  vcxrational  education  of  the  Department  of  Health, 
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Education,  and  Welfare,  Only  by  properly  coordinating  its  own  functions 
with  related  activities  of  other  agencies,  including  those  of  the  States  and 
localities,  will  the  projected  Area  Assistance  Administration  be  able  to 
realize  the  great  promise  of  reducing  pockets  of  chronic  unemployment 
without  unduly  heavy  costs  to  the  Federal  Government  or  undue  interfer¬ 
ence  in  local  affairs. 

To  put  the  new  program  of  community  assistance  into  effect,  it  has  been 
recommended  that  a  revolving  loan  fund  of  50  million  dollars  be  established 
for  the  Area  Assistance  Administration,  and  that  an  adequate  appropriation 
be  made  to  cover  its  technical  assistance  program.  The  latter  program 
should  not  be  confined  to  areas  of  chronic  unemployment.  On  the  con¬ 
trary,  its  scope  should  be  wide  and  designed  to  aid  both  urban  and  rural 
communities  in  developing  balanced  and  progressive  economies.  Atten¬ 
tion  should  also  be  given  to  skill  improvement  programs.  All  these  are 
activities  in  which  State  universities  and  other  local  institutions  can  be  very 
helpful,  and  they  deserve  encouragement. 

III.  Lifting  Incomes  by  Raising  Productivity 

The  wide  diffusion  of  expanding  incomes  in  the  United  States  is  the  out¬ 
standing  social  achievement  of  our  time.  As  tens  of  millions  move  steadily 
from  one  rung  of  the  income  ladder  to  the  next  and  higher  rung,  disparities 
of  income  arc  lessened.  The  ownership  of  a  good  home  and  auto¬ 
mobile  by  an  American  family  is  now  the  rule  rather  than  the  exception. 
Opportunities  for  cultural  as  well  as  material  improvement  have  become 
larger.  The  past  year  has  brought  additional  and  widespread  advances 
in  general  well-being.  Nevertheless,  too  many  families  and  individuals 
still  have  to  get  along  on  incomes  that  are  inadequate  by  American  stand¬ 
ards.  The  situation  keeps  changing,  and  the  dimensions  of  present-day 
poverty  are  not  reliably  measured.  Yet  there  can  be  no  better  time  than 
the  present,  when  the  Nation  as  a  whole  is  enjoying  unprecedented  pros¬ 
perity,  to  make  a  special  effort  to  improve  the  economic  status  of  the  least 
fortunate  among  us. 

The  causes  of  low  incomes  are  many.  Special  measures — both  private 
and  governmental — are  needed  to  cope  with  some  of  them,  such  as  pro¬ 
tracted  illness,  and  they  are  considered  later.  But  the  basic  cause  of  low 
incomes  has  always  been  low  productivity,  irregular  employment,  or  both. 
By  pursuing  policies  that  foster  a  high  level  of  employment,  extensive  invest¬ 
ment  in  new  and  more  efficient  tools  of  production,  the  improvement  of 
general  education,  and  the  extension  of  research  and  development,  the 
CJovemment  makes  the  largest  contribution  of  which  it  is  capable  to  the 
lifting  of  low  incomes.  When  jobs  are  readily  available  and  the  produc¬ 
tivity  of  labor  is  rising,  as  has  been  notably  the  case  in  recent  years,  the  most 
powerful  forces  of  all  are  already  at  work  for  lifting  low  incomes.  The 
Government  can,  however,  still  do  a  great  deal  to  help  people  who  have 
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been  left  behind  in  the  onrush  of  progress,  by  undertaking  special  programs  ; 
for  raising  their  productivity.  It  is  highly  important  that  efforts  in  this  i 
direction  be  extended. 

One  of  the  largest  groups  of  low-income  families  is  m  rural  areas,  mostly  * 
on  farms  too  small  for  efficient  operation.  It  includes  many  part-time 
farmers.  These  low-income  farm  families  are  widely  distributed,  but  a  j 
large  proportion  live  in  the  South.  The  Department  of  Agriculture  - 
explored  this  problem  in  a  detailed  report.  Development  of  Agriculture's  ■ 
Human  Resources,  presented  in  April  1955.  Subsequently,  a  special  Mes-  • 
sage  to  the  Congress  urged  the  prompt  launching  of  a  long-range  rural 
development  program  aimed  at  helping  these  families  improve  their 
economic  status,  and  requested  a  special  appropriation  for  the  purpose. 

Under  the  leadership  of  the  Department  of  Agriculture,  the  Rural 
Development  Program  was  inaugurated  in  June  1955.  The  program  rests 
on  two  basic  principles.  First,  lasting  improvement  can  be  achieved  only 
by  increasing  the  productive  capacities  of  individuals  and  by  enlarging  the 
economic  base  of  rural  communities.  Second,  cooperation  of  Federal  and 
State  agencies,  as  well  as  of  local  and  private  groups,  is  essential  for  success. 
By  the  end  of  1955,  pilot  operations  had  been  started  under  State  and  local 
leadership  in  30  counties  and  local  trade  areas  in  12  States.  The  selected 
areas  vary  widely  in  type  of  farming,  economic  resources  and  potentials, 
extent  of  industry,  and  other  respects.  Thus,  the  local  programs  being 
developed  will  vary  over  a  wide  range,  and  should  yield  invaluable 
experience  as  the  whole  program  is  expanded. 

Numerous  constructive  activities  are  already  under  way.  Improvements 
are  being  made  in  the  facilities  for  general  education  and  for  vocational 
training.  Improved  health  and  nutrition  are  being  promoted.  Mem¬ 
bers  of  farm  families  are  being  helped  to  make  fuller  use  of  State  employ¬ 
ment  counselling  and  placement  services.  Farm,  business,  and  civic 
groups,  working  coojjeratively  with  Federal  and  State  officials,  are  attempt¬ 
ing  to  bring  more  industry  into  low-income  rural  areas  and  to  develop 
better- rounded  rural  economies.  The  Federal  Government  is  assisting  in 
still  other  ways.  The  Farmers  Home  Administration  has  allocated  funds 
for  loans  to  small  farmers  in  pilot  areas  where  additional  capital,  unavail¬ 
able  through  private  sources,  is  needed  to  make  farm  improvements  that 
promise  to  raise  productivity.  The  Soil  Conservation  Service  and  the 
Forest  Service  are  assisting  the  pilot  programs  in  their  respective  fields  of 
competence.  The  Agricultural  Research  Service  is  attempting  to  deter¬ 
mine  how  small  farmers  may  most  successfully  conduct  their  farm  opera¬ 
tions.  All  Federal  activities  connected  with  the  Rural  Development 
Program  are  being  coordinated  by  an  interagency  committee,  and  the 
Federal  Extension  staff  is  assisting  the  State  Extension  Services  in  guiding 
the  pilot  operations. 

The  Rural  Development  Program  is  a  soundly  conceived  and  basic  ap¬ 
proach  toward  solving  a  highly  important  social  and  economic  problem 
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This  promising  program  requires  greater  Federal  support.  The  Congress  is 
urged  to  enact  legislation  which  will  permit  the  Federal  Government’s  con¬ 
tribution  to  the  program  to  be  expanded,  in  line  with  recommendations 
previously  made. 

As  a  result  of  the  White  House  Conference  on  Education,  the  need  for 
improving  our  scheme  of  elementary  and  secondary  education  is  better 
understood  across  the  Nation.  But  we  must  also  seek  to  improve  the  effec¬ 
tiveness  of  adult  and  vocational  education  in  both  urban  and  rural  areas. 
Well-directed  programs  of  vocational  training  can  help  people,  those  in 
the  middle  or  advanced  ages  of  life  as  well  as  young  men  and  women,  to 
become  more  skilled  workers  and  earn  larger  incomes.  The  major  part 
of  the  extensive  facilities  now  available  for  this  type  of  education  is  supplied 
by  State  and  local  governments.  The  Federal  Government  should  con¬ 
tinue  its  program  of  grants  to  aid  and  stimulate  the  States  in  this  important 
work. 

Vocational  rehabilitation  provides  a  means  by  which  sjjecialized  treat¬ 
ment  and  education  help  disabled  individuals  to  improve  their  incomes. 
Over  600,000  veterans,  who  became  disabled  during  World  War  II  and 
the  Korean  conflict,  have  received  sjiecial  training  under  a  program  of 
the  Veterans  Administration.  Also,  the  Office  of  Vocational  Rehabilita¬ 
tion  of  the  Department  of  Health,  Education,  and  Welfare  administers  a 
program  of  grants-in-aid  to  the  States,  designed  to  restore  handicapped 
men  and  women  to  lives  of  usefulness  and  independence.  Since  1950  about 
60,000  persons  have  been  rehabilitated  annually.  As  a  result  of  legislation 
in  1954,  the  States  now  have  an  opportunity  to  expand  this  vital  activity. 
It  is  hoped  that  the  States  will  enlarge  their  programs  of  vocational  rehabili¬ 
tation  accordingly,  so  that  the  productivity  of  their  disabled  citizens  may  be 
increased.  It  is  also  hoped  that  the  acceptance  of  these  rehabilitated  work¬ 
ers  in  useful  employment  will  continue  to  grow  through  the  activities  of  the 
President’s  Committee  on  Employment  of  the  Physically  Handicapped  and 
associated  efforts. 

Despite  all  that  may  be  done  through  education  and  other  means  to 
raise  the  productivity  of  individuals  and  thereby  improve  their  economic 
status,  some  will  continue  to  receive  low  incomes.  Minimum  wage  laws 
do  not  deal  with  the  fundamental  causes  of  low  incomes.  Accordingly, 
this  condition  can  be  corrected  only  to  a  limited  extent  by  such  laws. 
However,  as  pointed  out  in  the  last  Economic  Report,  minimum  wage 
laws  can  assist  the  comparatively  small  number  of  workers  who  arc  at 
the  fringes  of  competitive  labor  markets.  Last  year’s  Report  therefore 
urged  the  Congress  to  increase  the  minimum  wage  from  75  cents  to  90 
cents  an  hour.  It  also  pointed  out  that  the  lowest  paid  workers  are  cur¬ 
rently  excluded  from  the  protection  of  the  minimum  wage,  that  its  coverage 
IS  no  less  important  than  its  amount,  and  that  an  effort  should  therefore 
be  made  by  the  Congress  and  the  States  to  bring  additional  workers  under 
cover  of  the  law.  Some  advances  were  made  by  the  States  during  1955, 
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and  it  is  hoped  that  this  progress  will  continue.  The  Congress  also  raised  i 
the  minimum,  but  did  not  act  on  coverage.  By  setting  the  minimum  at  ] 
one  dollar  per  hour  instead  of  90  cents,  it  has  become  more  difficult  to  | 
widen  the  coverage  without  causing  serious  economic  disturbance  in  cer- 
tain  areas  and  fields  of  activity.  Yet  the  need  for  an  extension  of  coverage 
remains,  and  the  Congress  is  again  requested  to  proceed  as  far  as  is  practical 
in  this  direction. 

IV.  Improving  the  Economic  Status  of  Older  Persons 

Families  headed  by  older  individuals  account  for  a  large  propor¬ 
tion  of  the  families  with  low  incomes.  To  a  considerable  extent, 
therefore,  the  task  of  lifting  low  incomes  consists  in  raising  the  pro¬ 
ductivity  of  older  persons,  facilitating  their  access  to  employment,  and 
strengthening  the  private  and  public  programs  that  contribute  to  their  eco¬ 
nomic  security.  This  asp>ect  of  the  low-income  problem  will  become 
increasingly  important  as  the  number  of  older  persons  and  their  proportion 
in  the  adult  population  increase.  For  that  reason  an  Interdepartmental 
Working  Group  on  Aging  is  concerning  itself  now  with  policies  favoring 
the  employment  of  older  piersons,  including  those  who  have  yet  to  reach 
retirement  age,  and  with  the  consideration  of  their  needs  in  programs  for 
education,  rehabilitation,  housing,  health,  and  recreation.  A  broad  study  of 
employment-hiring  practices,  of  the  productivity  of  older  workers,  of  coun¬ 
selling  methods,  and  other  aspects  of  this  important  subject  is  under  way  in 
the  Department  of  Labor. 

The  Federal  Government  has  already  taken  significant  steps  to  improve 
the  economic  status  of  older  persons,  both  before  and  after  retirement  age. 
To  enlarge  their  access  to  employment,  the  Federal-State  Employment 
Services  give  special  attention  to  older  workers  in  job  placement.  In  1954 
about  10  million  additional  workers  were  brought  into  the  system  of  Old 
Age  and  Survivors  Insurance  (OASI) .  At  the  same  time  the  benefits  were 
raised,  and  the  law  was  modified  to  encourage  retired  persons  to 
engage  in  some  remunerative  work.  At  present  about  9  out  of  every  10 
workers  are  covered  or  are  eligible  for  coverage  under  this  insurance  system, 
which  helps  sustain  the  independence  and  dignity  of  people  in  their  declining 
years.  About  two-fifths  of  all  persons  65  years  or  older  are  now  receiving 
OASI  benefits  and  this  proportion  will  increase.  As  a  result,  fewer  persons 
will  be  obliged  to  seek  public  assistance.  Contributing  to  the  same  end 
are  the  pensions  available  to  elderly  veterans  who  have  nonservice-connected 
disabilities  and  receive  limited  incomes. 

Business  firms  have  also  made  great  strides  in  providing  retirement  benefits 
for  their  employees.  Private  employee  pension  plans  now  cover  some  13  mil¬ 
lion  persons.  The  number  of  retired  workers  drawing  l>enefits  under  these 
plans  has  been  estimated  at  about  800,000,  about  tw’ice  the  number  of  benefi¬ 
ciaries  four  years  ago. 


Additional  measures,  both  private  and  governmental,  are  needed  to 
advance  the  status  of  the  elderly.  One  is  the  further  extension  of  the 
coverage  of  OASI  to  self-employed  groups  and  other  workers  not  yet  in¬ 
cluded.  Since  the  Federal  Government  employs  many  in  the  latter  group, 
it  should  grant  the  basic  protection  of  OASI  to  its  personnel,  and  make 
suitable  adjustments  in  present  retirement  programs.  It  would  also  be 
helpful  if  business  firms  reviewed  their  pension  programs  with  a  view  to 
making  the  vesting  privileges  more  liberal  and  to  adjusting  the  conditions 
for  retirement  so  that  older  persons  who  remain  vigorous  and  highly  pro¬ 
ductive  can  remain  longer  in  useful  work.  As  a  safeguard  for  our  rapidly 
increasing  private  pension  funds,  it  would  be  desirable  to  require  Federal 
registration  of  these  plans  and  reports  on  their  administration  and  finances. 
Private  welfare  funds  should  be  handled  in  similar  fashion,  and  the  Congress 
is  requested  to  enact  legislation  toward  both  purposes. 

Another  need  of  many  elderly  persons  is  greater  protection  against  the 
economic  hardships  of  illness.  This  need  of  retired  workers  should  be 
borne  in  mind,  as  far  as  practicable,  in  employer-sponsored  health  insurance 
programs.  Also,  the  extension  of  commercial  prepaid  health  insurance 
plans  to  older  people  requires  encouragement.  Reinsurance  through  pooling 
of  risks  by  private  carriers,  or  if  need  be  through  a  Federal  program,  would 
be  a  constructive  step  in  this  connection. 

The  problem  of  adequate  housing  for  the  elderly  requires  sp>ecial  consid¬ 
eration.  It  would  be  desirable  to  give  preference  to  older  persons  and  their 
immediate  families  in  admission  to  Federally  assisted  public  housing  proj¬ 
ects.  States  and  municipalities  should  consider  adopting  a  similar  policy. 
The  National  Housing  Act  should  be  amended  to  authorize  insurance  under 
especially  favorable  mortgage  terms  for  apartment  projects  built  by  non¬ 
profit  organizations  for  occupancy  by  elderly  persons.  Favorable  mortgage 
insurance  terms  should  also  be  accorded  other  multiunit  rental  projects 
designed  for  at  least  partial  occupancy  by  the  elderly.  Finally,  provision 
should  be  made  to  permit  third  parties,  which  could  be  either  organizations 
or  individuals,  to  guarantee  monthly  interest  and  amortization  payments 
in  behalf  of  older  persons  buying  a  home  under  a  Federally  insured 
mortgage. 

V.  CopiNO  With  Personal  Hardships 

In  considering  the  problems  of  agriculture,  of  chronic  “spot”  unem¬ 
ployment,  of  low-income  families,  and  of  elderly  persons,  we  have  seen 
that  it  is  possible  to  design  constructive  programs  to  improve  the  economic 
status  of  people  who  have  not  participated  fully  in  the  advance  of  pros¬ 
perity,  and  that  it  is  not  necessary  to  rely  exclusively  on  the  Federal  Gov¬ 
ernment  in  doing  so.  We  now  turn  to  other  economic  difficulties,  those 
which  sometimes  bring  financial  ruin  or  a  loss  of  security  to  individuals 


and  families.  Sound  ways  of  mitigating  such  hardships  can  be  found,  and 
we  should  go  about  this  task  with  determination. 

The  severity  of  the  floods  that  occurred  last  year  in  the  Northeast  and  the 
Far  West  has  emphasized  again  the  need  for  protection  against  the  human 
and  economic  losses  resulting  from  such  catastrophes.  Many  private  groups 
and  individuals,  as  well  as  the  Federal,  State,  and  local  governments, 
oflfered  prompt  and  generous  assistance  to  the  communities  and  citizens 
struck  by  disaster.  Nevertheless,  needs  of  this  type  should  be  reduced  in 
the  future,  and  when  they  arise  should  be  met  more  systematically.  Toward 
these  ends  it  is  recommended,  first,  that  the  Federal  Government  acceler¬ 
ate  work  on  practical  flood  control  projects,  and  second,  that  it  provide 
reinsurance  for  private  carriers  offering  flood  insurance.  We  must  not 
stop,  however,  with  the  second  measure  since  private  carriers,  lacking  a 
firm  actuarial  basis,  may  be  unable  to  offer  the  desired  protection  on  the 
scale  that  is  needed.  To  provide  against  this  contingency,  a  joint  Federal- 
State  program  for  indemnifying  flood  victims  on  losses  to  real  property, 
business  inventories,  and  household  effects  should  be  authorized.  The 
necessary  costs  can  be  met  partly  by  premiums  paid  by  private  citizens 
desiring  flood  protection,  and  partly  by  Federal  and  State  contributions. 
As  experience  under  the  proposed  program  accumulates,  private  carrien 
may  be  able  to  offer  policies  at  costs  which  will  render  unnecessary  thr 
continued  operation  of  a  government-supported  indemnity  plan. 

Reduced  economic  circumstances  of  people  are  frequently  associated 
with  misfortunes  which  carry  with  them  financial  costs  that  exceed  the 
resources  of  even  provident  folk.  Prominent  among  the  causes  of  such 
personal  hardship  is  severe  and  protracted  sickness,  sometimes  requiring 
long  hospitalization.  The  cost  of  providing  for  catastrophic  illness  through 
regular  insurance  payments  would  be  modest,  but  insufficient  progress  has 
as  yet  been  made  with  this  type  of  insurance  despite  the  remarkable  spread 
of  voluntary  health  insurance  plans.  Very  recently,  some  business  firms 
have  begun  to  provide  broadened  health  insurance  for  their  employees,  and 
this  development  deserves  every  encouragement.  Also,  private  insuring 
organizations  should  be  encouraged  to  extend  voluntary  health  prepayment 
plans  in  two  directions,  first,  to  cover  catastrophic  illness,  second,  to  cover 
persons  not  now  being  reached  through  usual  group  enrollment  methods. 
Permissive  legislation  for  private  pooling  of  risks  or  Federal  reinsurance  may 
be  needed  for  this  purpose. 

Our  oldest  form  of  social  insurance  is  workmen’s  compensation,  now 
universally  accepted  as  a  fair  means  for  relieving  the  financial  burden  on 
individuals  of  industrial  injuries  and  occupationally  connected  diseases. 
With  the  encouragement  of  the  Department  of  Labor.  42  State  legislatures 
acted  in  1955  to  strengthen  their  legislation  on  workmen’s  compensation. 
In  35  States  these  legislative  changes  brought  an  improvement  in  benefit 


1  provisions.  The  States  are  urged  to  extend  this  great  advance  by  making 
further  necessary  improvements.  At  the  same  time,  to  meet  more  ade¬ 
quately  the  industrial  hazards  faced  by  workers  under  Federal  jurisdic¬ 
tion,  the  Congress  is  urged  to  increase  the  benefits  available  under 
the  Longshoremen’s  and  Harbor  Workers’  Compensation  Act,  as  recom- 
]  mended  last  year.  But  we  must  keep  in  mind  that  compensation  and  reha- 
i  bilitation,  despite  their  obvious  importance,  are  poor  substitutes  for  the  pre- 
*  vention  of  occupational  injuries  and  diseases.  Much  progress  has  been 
i  made  in  this  field,  but  efforts  to  improve  occupational  safety  and  hygiene 
should  be  intensified;  they  deserve  the  fullest  support  of  the  Government, 
employers,  employees,  and  labor  unions. 

Loss  of  income  as  a  result  of  temporary  disability  that  is  not  work- 
connected,  no  less  than  unemployment  caused  by  economic  factors  or  by 
^  work-connected  disability,  causes  serious  drains  on  family  resources.  Many 
private  firms  have  voluntarily  sought  to  protect  their  employees  against 
this  hazard,  and  four  States  now  require  that  they  do  so.  Legislation  to 
provide  nonoccupational  tcm|X)rary  disability  insurance  for  workers  in  the 
District  of  Columbia  was  recommended  in  the  State  of  the  Union  Message. 
The  Congress  is  requested  to  require  District  employers  to  provide  the  needed 
insurance  cither  directly  or  through  private  carriers,  on  a  basis  that  would 
divide  the  costs  of  the  stipulated  benefits  between  the  employer  and  his 
employees.  The  States  are  also  urged  to  consider  the  neglected  problem 
of  loss  of  income  through  nonoccupational  temporary  disability. 

The  p>crsonal  and  family  hardships  that  arise  from  loss  of  employment 
have  been  considerably  alleviated  by  the  Federal-State  system  of  unemploy¬ 
ment  insurance.  Important  improvements  have  been  made  in  this  system 
in  the  last  two  years  but  further  progress  is  needed.  We  return  to  this 
problem  later  in  the  Repjort. 

There  is  also  a  need  for  attending  constructively  to  some  human  diffi¬ 
culties  that  arise  in  the  process  of  carrying  out  urban  renewal  programs. 
The  scojje  of  this  activity,  which  promises  so  much  for  the  future  of  our 
cities,  is  increasing.  Since  renewal  programs  involve  the  demolition  of 
large  areas,  many  urban  families  inescapably  lose  their  homes  in  the  process. 
Laige  numbers  of  them  find  satisfactory  housing  elsewhere ;  but  in  view  of 
the  part  that  the  Government  plays  in  urban  renewal,  it  should  where 
necessary  assist  the  displaced  families.  To  meet  this  need  largely  through 
private  enterprise,  the  Congress  was  requested  in  1954  to  establish  a  pro¬ 
gram  of  Federal  loan  insurance  which  would  have  made  home  mortgage 
credit  on  exceptionally  favorable  terms  available  to  individuals  displaced 
from  their  homes  by  urban  renewal  or  other  public  projects. '  The  program 
enacted  by  the  Congress  fell  short  of  the  Administration’s  proposal  and  has 
so  far  made  little  contribution  to  the  solution  of  the  problem.  It  is  recom¬ 
mended  that  the  Congress  amend  the  present  law,  so  that  it  will  conform 
more  closely  to  the  recommendations  previously  made. 
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Chapter  4 

Building  for  Future  Prosperity 

IT  IS  FITTING  and  proper,  as  the  preceding  Chapter  has  urged,  that 
we  make  the  extension  of  prosp>crity  to  lagging  sectors  our  peculiar 
concern  at  this  favorable  juncture  of  the  Nation’s  history.  In  the  measure 
that  we  succeed  in  drawing  into  the  stream  of  progress  the  less  flourishing 
parts  of  the  economy,  to  that  extent  shall  we  strengthen  the  base  of  future 
prosperity  as  well  as  enhance  the  general  welfare.  But  as  we  go  about 
the  task  of  extending  the  scope  of  prosperity,  it  is  essential  that  we  never 
lose  sight  of  the  fundamental  objective  of  extending  prosperity  itself  into 
the  future.  We  must  always  keep  before  us  two  great  truths:  First,  lasting 
prosperity  of  the  Nation  depends  far  more  on  what  individuals  do  for 
themselves  than  on  what  the  Federal  Government  does  or  can  do  for 
them.  Second,  the  rate  of  our  economic  advance  in  the  years  ahead  will 
depend  largely  on  our  ability  as  a  jieople  to  preserve  an  environment  that 
rewards  individual  initiative  and  encourages  enterprise,  innovation,  and 
investment. 

A  Government  that  earnestly  seeks  to  build  for  the  Nation’s  long-range 
prosperity  has  clear-cut  responsibilities.  It  should  administer  the  public 
finances  with  a  keen  sense  of  awareness  of  the  impact  that  the  Govern¬ 
ment’s  huge  operations  have  on  the  economy.  It  should  safeguard  com- 
jjetition  and  firmly  resist  any  outcroppings  of  monopoly.  It  should  en¬ 
courage  home  ownership,  better  homes,  and  sound  neighborhoods.  It 
should  lead  the  States  and  localities  in  a  mutual  endeavor  to  fill  the 
Nation’s  vast  needs  for  public  facilities  on  which  the  growth  of  the  private 
economy  so  largely  depends.  It  should  foster  education,  science,  technol¬ 
ogy,  and  creative  research.  It  should  constantly  strive  to  strengthen  our  ties 
of  trade,  investment,  and  enterprise  with  other  nations  of  the  Free  World. 
And  it  should  improve  the  defenses  of  our  economy  against  the  threat  of 
both  inflation  and  recession.  These  objectives  are  wonhy  of  our  best  efforts 
in  the  year  that  lies  ahead. 

I.  Preserving  Sound  Federal  Finances 

Sound  management  of  the  Government’s  fiscal  affairs  requires  the  observ¬ 
ance  of  certain  fundamental  principles.  First,  the  budget  should  provide 
adequately  for  the  Nation’s  security  and  other  urgent  needs.  Second,  all 
governmental  operations  should  be  conducted  with  prudence  and  economy. 


Third,  sufficient  revenues  should  be  raised  to  meet  the  Government’s  out¬ 
lays,  if  not  every  individual  year,  then  surely  over  a  term  of  very  few  years. 
Fourth,  the  cost  of  government  should  be  distributed  fairly  among  tax¬ 
payers.  Fifth,  revenues  should  be  raised  in  ways  that  interfere  as  little  as 
possible  with  incentives  to  work,  to  venture,  or  to  invest.  Sixth,  the  public 
debt  should  be  managed  so  as  to  contribute  to  stable  economic  growth. 
A  brief  review  of  how  these  principles  have  recently  been  applied  will 
help  to  indicate  the  fiscal  policy  that  in  current  circumstances  will  best 
serve  the  Nation’s  interests. 

The  past  three  years  have  been  marked  by  substantial  achievements  in 
bringing  Federal  expenditures  and  revenues  into  balance.  Budget  exfiendi- 
tures  were  reduced  from  74.3  billion  dollars  in  fiscal  year  1953  to  64.6  bil¬ 
lion  in  1955,  a  drop  of  9.7  billion.  A  slight  further  reduction  is  estimated 
for  fiscal  year  1956.  These  economies  and  a  rising  national  income  have 
made  it  possible  to  reduce  taxes  and  yet  move  decisively  toward  a  balanced 
budget.  In  fiscal  year  1955  the  budgetary  deficit  amounted  to  4.2  billion 
dollars,  compared  with  a  deficit  of  9.4  billion  in  1953.  For  the  present 
fiscal  year,  a  balanced  administrative  budget  is  in  prosj^ect.  The  showing 
of  the  consolidated  cash  budget,  which  includes  transactions  of  the  various 
trust  funds,  will  be  more  favorable  still.  It  may  be  reasonably  expected 
that  the  cash  budget  will  register  a  surplus  of  over  2  billion  dollars  for  the 
current  fiscal  year. 

In  formulating  its  fiscal  policies,  the  Administration  has  given  careful 
consideration  to  the  effects  of  taxation  and  governmental  finances  on  the 
general  economy.  The  record  is  clear  and  instructive.  In  the  spring  of 
1953,  when  inflation  was  still  a  real  danger,  a  Message  to  the  Congress 
recommended  that  the  excess  profits  tax,  which  was  then  in  effect,  be 
extended  six  months  beyond  its  expiration  date  of  June  30,  1953.  The 
decision  to  extend  this  burdensome  and  unpopular  tax  was  taken  because 
it  would  have  been  imprudent  to  increase  the  deficit  and  the  public  debt 
under  the  conditions  prevailing  at  the  time.  In  September  1953,  when  it 
became  clear  that  the  inflationary  threat  had  passed  and  that  government 
expenditures  were  being  reduced,  the  Administration  announced  that, 
besides  relinquishing  the  excess  profits  tax,  it  would  not  recommend  any 
postponement  of  the  reduction  of  individual  income  taxes  scheduled  for 
January  1,  1954. 

Early  in  1954,  when  a  mild  economic  contraction  was  under  way,  exten¬ 
sive  changes  in  the  tax  structure  were  proposed  to  promote  economic 
growth.  The  Congress  responded  by  liberalizing  depreciation  allowances, 
by  extending  the  period  over  which  business  losses  could  be  carried  back 
in  computing  the  income  tax,  by  permitting  more  liberal  treatment  of 
research  and  development  as  a  current  expense,  by  reducing  the  double 
taxation  of  dividend  income,  and  by  lowering  excise  taxes.  In  addition, 
several  inequities  in  the  personal  income  tax  were  corrected,  in  line  with 
recommendations.  Taken  altogether  the  tax  reductions  that  were  carried 
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through  during  1954  amounted  to  7.4  billion  dollars  on  a  full-year  basis. 
Allowing  for  the  increase  in  social  security  contributions  which  became 
effective  January  1,  1954,  there  was  still  a  saving  to  individuals  and  busi¬ 
nesses  of  6. 1  billion  dollars.  This  huge  reduction  in  taxes  was  a  powerful 
aid  in  bolstering  consumer  purchasing  power  and  investment  incentives  at 
a  time  when  output  and  employment  were  tending  to  decline. 

By  the  end  of  1954,  the  business  hesitation  that  had  prevailed  at  the 
beginning  of  the  year  largely  disappeared.  Output,  employment,  and 
incomes  were  again  rising  impressively,  but  the  Federal  budget  remained 
out  of  balance.  In  these  circumstances,  as  explained  earlier  in  this  Report, 
it  was  desirable  to  postpone  the  reduction  in  the  corporate  income  tax  and 
in  certain  excise  taxes  that  was  scheduled  for  April  1,  1955.  Congress 
adopted  the  Administration’s  recommendations,  and  the  timely  application 
of  this  fiscal  restraint  contributed  materially  not  only  to  the  balanced  budget 
that  is  now  in  prospect,  but  also  to  the  attainment  of  prosperity  without 
inflation  during  the  year. 

The  Treasury’s  management  of  the  public  debt  has  also  been  carried  out 
with  an  eye  to  the  needs  of  the  economy.  By  skillful  planning  and  timing, 
its  debt  operations  have  been  coordinated  with  monetary  and  fiscal  policies 
and  have  helped  to  reinforce  them.  Despite  variations  in  economic  and 
financial  conditions,  the  Treasury  has  made  good  progress  in  lengthening 
its  outstanding  maturities.  Since  January  1953,  the  Treasury’s  marketable 
debt  running  for  more  than  five  years  has  been  increased  by  about  9  billion 
dollars.  Simultaneously,  the  debt  maturing  or  callable  within  one  year 
has  been  reduced  by  13  billion.  As  a  result  of  this  readjustment  of  matu¬ 
rities,  the  Treasury’s  operations  are  less  exposed  to  the  hazard  of  market 
fluctuations.  Its  needs  in  turn  are  less  of  a  disturbing  factor  in  the  money 
market,  thus  giving  the  Federal  Reserve  System  greater  freedom  in  monetary 
ojjerations. 

The  broad  principles  that  have  successfully  guided  our  fiscal  policy  in 
recent  years  should  continue  to  govern  our  actions.  The  demands  on  the 
Federal  budget  are  very  heavy  and  some  of  them — notably,  the  national 
security  programs — arc  becoming  even  larger.  In  addition,  new  programs 
are  needed  to  assist  agriculture,  to  aid  school  construction,  to  promote 
development  in  scattered  urban  communities  that  have  been  exjjeriencing 
chronic  unemployment,  to  establish  a  flood  indemnity  program,  and  for 
other  essential  purposes.  Only  a  higher  level  of  tax  revenues  in  fiscal 
year  1957,  combined  with  rigid  economies  in  managing  governmental 
operations,  will  permit  a  modest  enlargement  of  essential  Federal  expendi¬ 
tures  within  the  framework  of  a  balanced  budget. 

Present  tax  levels  are  very  high  and  they  impose  a  heavy  burden  on 
individuals  and  business  concerns.  But  in  view  of  existing  economic  con¬ 
ditions  and  present  budget  estimates,  an  early  reduction  of  taxes  cannot 
now  be  justified.  To  add  further  to  our  public  debt  in  order  to  win  for 
ourselves  a  reduction  in  taxes,  which  in  the  current  state  of  high  prosperity 
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might  chiefly  serve  to  raise  prices,  would  be  irresponsible.  In  times  like 
these  we  should  bend  our  thoughts  to  the  desirability  of  debt  reduction, 
and  not  concentrate  exclusively  on  the  desirability  of  tax  reduction.  Once 
a  budgetary  surplus  comes  definitely  into  sight  and  economic  conditions 
continue  to  be  favorable,  we  should  begin  reducing  our  huge  public  debt. 
Such  an  act  of  fiscal  integrity  would  signify  with  unmistakable  clarity  that 
our  democracy  is  capable  of  self-discipline.  It  would  add  to  the  confidence 
that  people  need  to  have  in  their  Government,  if  they  are  to  plan  boldly 
for  their  own  and  their  children’s  economic  future. 

Two  measures  are  recommended  for  early  action  by  the  Congress.  Pint, 
the  reductions  in  excises  and  in  the  corporate  income  tax  that  are  now 
scheduled  for  April  1,  1956  should  be  postponed  again.  Second,  legislation 
allowing  a  tempsorary  increase  in  the  statutory  debt  limit  should  be  con¬ 
tinued.  This  legislation  is  needed  because  of  the  seasonal  disparities  be¬ 
tween  expenditures  and  income,  the  limited  cash  balances  with  which 
Treasury  operations  are  now  being  conducted,  and  the  small  gap  between 
the  outstanding  debt  and  the  temporary  statutory  limit  of  281  billion  dollan. 

II.  Postering  Competitive  Enterprise 

One  of  the  basic  tenets  of  this  Administration  is  that  competitive  markets 
are  a  more  efficient  instrument  than  governmental  directives  for  organizing 
production  and  consumption.  Another  is  that  a  free  and  competitive 
economy  promotes  industrial  versatility,  innovation,  and  investment  to  a 
greater  degree  and  with  more  assurance  of  continuity  than  can  be  attained 
in  an  intricately  regulated  or  cartelized  economy.  These  fundamental 
beliefs  are  deeply  rooted  in  our  Nation’s  history,  and  they  have  been  con¬ 
firmed  once  again  by  the  experience  of  the  last  three  years.  The  relative 
ease  and  rapidity  with  which  our  economy  adjusted  to  the  reduction  in 
military  expenditures  following  the  end  of  the  Korean  conflict,  and  the 
vigorous  expansion  that  ensued  in  1955,  reflect  the  creative  powers  of  an 
enterprise  system  subject  to  a  minimum  of  restraints  and  operating  in  an 
atmosphere  of  confidence.  The  fostering  of  competitive  enterprise,  so 
heavily  stressed  in  the  Employment  Act,  is  and  must  remain  one  of  the 
leading  objectives  of  policy. 

In  considering  what  government  can  do  to  maintain  competitive  markets, 
it  is  well  to  remember  that  an  open  economic  system  is  more  an  expression 
of  the  character  and  will  of  a  people  than  the  result  of  any  specific  acts  of 
government.  Yet  there  are  ways  in  which  government  cah  usefully 
contribute  to  the  strengthening  of  competitive  enterprise. 

First,  and  most  important,  is  the  maintenance  o;  monetary,  fiscal,  and 
housekeeping  policies  that  promote  high  and  rising  levek  of  economic 
activity.  The  rate  at  which  new  businesses  are  established  is  highest  when 
prospects  for  profit  are  favorable.  Good  times  also  stimulate  business 


growth,  and  this  is  particularly  important  for  small  and  medium-sized  con-» 
cems.  The  widening  of  economic  opportunities  which  occurs  during  pros¬ 
perity  is,  therefore,  a  powerful  and  pervasive  encouragement  to  independent, 
competitive  endeavor.  This  is  illustrated  by  the  experience  of  the  first  six 
months  in  1955,  when  new  business  formations  were  11  percent  above  the 
first  six  months  of  1954,  while  business  discontinuances  were  7  percent  below. 
The  net  increase  in  the  business  population  was  45,000,  compared  with 
11,000  in  1954  and  27,000  in  1953.  When  the  economy  is  contracting,  the 
shrinking  of  markets  may  temporarily  intensify  business  rivalries,  but  their 
longer-range  effect  is  to  discourage  enterprise.  The  will,  no  less  than  the 
capacity,  to  compete  is  weakened  by  declining  business  and  its  harvest  of 
disappointments.  Thus,  good  times  do  much  to  strengthen  competition; 
in  turn,  s  trong  comjietitive  markets  are  a  major  force  in  generating  prosperity 
and  distributing  its  fruits  widely. 

Second,  government  can  strengthen  competitive  markets  by  helping  small 
and  medium-sized  businesses  overcome  impediments  to  their  expansion.  In 
our  modem  economy,  with  its  heavy  capital  requirements,  high  taxes,  and 
emphasis  on  national  markets,  small  concerns  are  subject  to  serious  handi¬ 
caps  in  many  lines  of  endeavor.  Yet  the  continuance  of  small  and  medium¬ 
sized  businesses,  and  their  ability  to  prosper  and  grow,  are  vital  to  the 
Nation’s  welfare.  As  stated  in  last  year’s  Economic  Report,  “our  economy  is 
strong  and  progressive  because  it  contains,  in  addition  to  its  five  million  farm 
enterprises,  four  million  independent  centers  of  business  decision — each 
potentially  free  to  exp>eriment  with  new  ideas,  new  men,  new  methods,  and 
new  products.”  When  the  Government  helps  smaller  concerns  to  overcome 
some  of  the  hindrances  to  their  growth,  it  is  acting  in  the  interests  of  the 
whole  economy. 

The  Government  is  now  aiding  small  businesses  in  numerous  ways.  The 
Small  Business  Administration,  w'hich  was  established  to  assist  them,  makes 
loans — whenever  possible  in  participation  with  private  lenders — for 
periods  that  are  usually  longer  than  those  commonly  available  from  private 
lending  agencies.  It  provides  counsel  on  technical  processes,  managerial 
problems,  and  new  product  lines,  and  helpw  to  channel  government  con¬ 
tracts  to  small  enterprises.  During  1955  significant  improvements  were 
made  in  procurement  procedures,  so  that  a  larger  portion  of  Federal  con¬ 
tracts  may  go  to  these  enterprises.  The  maximum  size  of  loans  by  the  Small 
Business  Administration  was  also  raised  last  year. 

Other  governmental  programs  are  helpful  to  small  business  firms.  The 
Office  of  Technical  Services  in  the  Department  of  Commerce  disseminates 
information  derived  from  government  and  government-sponsored  research. 
It  also  publishes  lists  and  abstracts  of  government-owned  patents,  currently 
exceeding  5,000  in  number,  which  are  available  for  license  on  a  nonexclu¬ 
sive,  royalty-free  basis.  Several  other  units  in  the  Department  of  Commerce 
provide  technical,  managerial,  marketing,  and  other  aids.  While  these  pro¬ 
grams  are  helpful  to  the  business  community  generally,  they  are  of  special 
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advantage  to  small  firms,  which  cannot  hire  the  services  of  technical,  man¬ 
agerial,  and  financial  experts  as  readily  as  the  larger  firms. 

The  maintenance  of  healthy,  competitive  markets  requires  that  Federal 
policies  for  promoting  economic  expansion  and  for  aiding  small  and 
medium-sized  businesses  be  supplemented  by  vigorous  measures  for  pre¬ 
venting  monopolistic  practices  and  combinations.  One  of  the  clearest 
lessons  of  business  history  is  that  tendencies  toward  monopoly  arc  always 
present  in  some  degree  and  that  constant  vigilance  is  needed  to  assure 
ascendancy  of  competitive  conditions.  Strict  enforcement  of  the  antitrust 
laws  is  our  primary  weapon  for  thwarting  any  impairment  of  competition. 
In  the  summer  of  1953,  the  Attorney  General  appointed  a  National  Com¬ 
mittee  to  Study  the  Antitrust  Laws,  composed  of  leading  experts  on  the 
subject.  The  Report  of  this  Committee  has  served  most  usefully  as  a  basis 
for  study  of  needed  legislative  changes.  Two  of  last  year’s  enactments 
embody  revisions  paralleling  those  suggested  by  the  Committee’s  Report. 
One  raised  maximum  penalties  under  the  Sherman  Act  from  $5,000  to 
$50,000;  the  other  gave  the  Federal  Government  the  right  to  sue  for  dam¬ 
ages  sustained  by  it  as  a  result  of  antitrust  violations.  Further  improve¬ 
ments  in  the  antitrust  laws  are  likely  to  draw  heavily  on  the  results  of  the 
Committee’s  deliberations. 

Meanwhile,  the  Department  of  Justice  and  the  Federal  Trade  Commis¬ 
sion  are  vigorously  enforcing  these  laws.  In  1955  the  number  of  proceed¬ 
ings  instituted  against  corporate  mergers  was  larger  than  in  all  previous  yean 
since  1950,  when  the  antimerger  amendment  to  the  Clayton  Act  was  passed. 
During  the  year  numerous  legal  actions  against  price-fixing  and  market¬ 
sharing  practices  were  successfully  carried  out.  Various  orders  were  issued, 
prohibiting  price  discriminations  that  were  unfairly  injurious  to  small  com¬ 
petitors.  Orders  against  the  practice  of  exclusive  dealing  served  to  open 
to  smaller  manufacturers  distribution  outlets  previously  closed  by  dominant 
competitors.  Also,  numerous  suits  dissolving  group  boycotts  helped  to 
keep  the  channels  of  trade  open  to  independent  entry  and  action. 

Nevertheless,  mergers  have  become  more  numerous  of  late  and  an  eye, 
at  once  vigilant  and  discriminating,  must  be  kept  on  such  developments. 
Many  mergers  have  a  solid  economic  justification  and  serve  the  general 
interest  by  increasing  competition;  others  have  neutral  effects;  while  still 
others  place  obstacles  in  the  path  of  effective  competition.  Over  the  yean 
Americans  have  wisely  viewed  excessive  business  concentration,  or  any 
other  undue  concentration  of  economic  power,  with  i.neasiness.  To  serve 
the  basic  American  desire  for  an  economy  in  which  business  opportunities 
are  increasing  and  in  which  economic  control  is  widely  diffused,  it  is  desir¬ 
able  to  strengthen  our  antitrust  laws  and  provide  larger  appropriations  for 
their  enforcement. 

Toward  this  end,  the  following  revisions  of  antitrust  legislation  arc 
recommended.  First,  all  firms  of  significant  size  that  are  engaging  in 
interstate  commerce  and  plan  to  merge  should  be  required  to  give  advance 
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notice  of  the  proposed  merger  to  the  antitrust  agencies,  and  to  supply  the 
information  needed  to  assess  its  probable  impact  on  competition.  Second, 
Federal  regulation  should  be  extended  to  all  mergers  of  banking  institutions. 
Combined  with  the  requirement  for  advance  notice,  this  extension  of  the 
law  would  give  the  Government  an  opportunity  to  prevent  mergers  that  are 
likely  to  result  in  undue  restraint  of  banking  competition.  Third,  Federal 
approval  should  be  required  for  the  acquisition  of  banks  by  holding  com¬ 
panies.  Fourth,  the  Clayton  Act  should  be  amended  to  make  explicit  the 
Federal  Government’s  authority  to  take  action  in  merger  transactions  in 
which  either  party  is  engaged  in  interstate  commerce.  Fifth,  it  should  also 
be  amended  so  as  to  make  the  cease-and-desist  orders  of  the  Federal  Trade 
Commission  final  when  issued,  unless  appealed  to  the  Courts.  Sixth,  when 
civil  rather  than  criminal  proceedings  are  contemplated,  the  Attorney  Gen¬ 
eral  should  be  empowered  to  issue  a  civil  investigative  demand,  compelling 
the  production  of  documents  before  the  filing  of  a  complaint,  and  without 
having  to  invoke  grand  jury  proceedings. 

Finally,  the  Congress  should  give  serious  study  to  the  Report  of  the 
Presidential  Advisory  Committee  on  Transport  Policy  and  Organization. 
A  fundamental  premise  of  that  Report  is  that  the  railroad  industry  no 
longer  has  the  monopoly  power  that  it  had  toward  the  end  of  the  nineteenth 
century,  when  the  Interstate  Commerce  Act  was  passed,  but  instead  largely 
operates  under  compietitive  conditions.  The  central  prop>osals  of  the 
Report  therefore  seek  to  diminish  the  detailed  administrative  regulations 
that  have  grown  up  over  the  years,  and  to  give  common  carriers  greater 
freedom  to  compete.  The  time  is  surely  rip)e  for  a  re-examination  of  the 
intricate  regulations  of  the  transportation  industry,  with  a  v’iew  to  opening 
up  the  industry  to  more  freely  competitive  effort.  But  in  framing  any 
legislation,  it  will  be  necessary  to  retain  adequate  safeguards  of  the  interests 
of  the  shipping  public  and  competing  carriers. 

III.  Extending  Home  Ownership  and  Improving  Neighborhoods 

Additions  to  the  Nation’s  stock  of  housing  are  required  by  the  growth 
of  population,  changes  in  its  makeup,  migration  from  rural  to  urban  areas, 
and  gradual  deterioration  of  older  homes  and  apartments.  The  main¬ 
spring  of  recent  residential  construction,  however,  has  been  the  desire  for 
home  ownership  and  the  demand  for  better  homes  and  neighborhoods  as 
essential  elements  in  the  higher  levels  of  living  that  people  seek  to  attain. 
Progress  in  these  directions  has  been  significantly  aided  by  the  Federal 
Government  as  well  as  the  States  and  localities,  but  it  has  depended  pri- 
nurily — as  it  should — on  decisions  and  actions  by  individual  citizens,  the 
building  industry,  and  private  financial  institutions. 

The  main  objectives  of  the  Administration’s  housing  policies  have  been 
to  facilitate  home  ownership,  to  promote  a  high  and  reasonably  stable 
rate  of  home  building,  and  to  improve  the  quality  of  existing  homes  and 
neighborhoods.  These  objectives  have  been  carried  out  through  many 
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instrumentalities,  the  most  important  being  the  program  of  mortgagt 
loan  insurance  by  the  Federal  Housing  Administration  (FHA),  the  pro¬ 
gram  of  mortgage  loan  guaranty  by  the  Veterans  Administration  (VA), 
and  programs  for  slum  clearance  and  urban  renewal.  In  developing  these 
h'ederal  activities  the  fullest  cooperation  has  been  sought  of  private  inter¬ 
ests  and  local  governments. 

More  and  better  housing  is  essential  to  raising  the  levels  of  family 
living.  Also,  the  manner  in  which  home  construction  and  improvement 
is  achieved  and  the  rate  at  which  these  activities  proceed  have  a  vital 
bearing  on  the  prosperity  and  stability  of  the  entire  economy.  The  re¬ 
sults  of  recent  experience  are  gratifying.  They  appear  in  the  high  rate 
at  which  new  homes  have  been  built,  in  the  spread  of  home  ownership,  in 
the  improvement  of  urban  neighborhoods,  and  in  the  general  avoidance  of 
housing  surpluses  which  can  only  bring  trouble  to  the  building  industry  and 
the  economy  at  large. 

In  the  past  three  years  more  than  S'/a  million  nonfarm  housing  units 
have  been  built.  They  embody  high  standards  of  comfort,  commodiousness, 
and  suitability  for  healthy,  safe,  and  convenient  living.  About  50  percent 
of  the  new  housing  units  were  built  under  FHA  and  VA  programs.  Total 
expenditures  on  new  home  construction,  even  in  terms  of  constant  dollan. 
have  far  exceeded  those  of  any  earlier  three-year  period.  This  achieve¬ 
ment  of  the  home  building  and  financing  industries  gives  dramatic  proof 
of  what  can  be  accomplished  through  private  enterprise  and  with  private 
capital. 

The  spread  of  home  ownership  has  been  likewise  remarkable.  Before 
World  War  II,  the  percentage  of  nonfarm  dwelling  units  occupied  by  the 
owner  reached  46  in  1930  and  fell  to  41  in  1940.  After  the  war  the  per¬ 
centage  rose  to  53  in  1950  and  i§  now  57  or  higher.  This  achievement  is 
probably  unique  among  highly  urbanized,  industrial  nations.  Widespread 
home  ownership  yields  prized  benefits  to  individual  families.  It  also  encour¬ 
ages  active  interest  in  civic  affairs  and  pride  in  community  development. 
A  nation  in  which  so  many  millions  of  families  have  growing  investments 
in  their  homes  and  neighborhoods  is  likely  to  be  governed  by  a  high  sense 
of  responsibility. 

Results  are  also  beginning  to  be  realized  from  the  measures  taken  to 
encourage  home  improvements  and  to  rehabilitate  parts  of  our  cities  and 
towTis  that  had  been  allowed  to  degenerate  into  slums  or  near-slums.  The 
Housing  Act  of  1954,  following  a  recommendation  by  the  President’s  .Advi¬ 
sory  Committee  on  Housing,  initiated  an  urban  renewal  program  under 
which  Federal  grants  are  made  to  cities  and  towns  for  the  conservation  and 
rehabilitation  of  neighborhoods,  as  well  as  for  slum  clearance  projects  pro¬ 
vided  under  earlier  laws.  The  Federal  Gk)vemment  also  offers  grants  to  small 
communities  and  to  metropolitan  areas  and  regions  for  urban  planning. 
These  moves  are  bearing  fruit.  Toward  the  end  of  1955,  more  than  200 
urban  renewal  projects  in  165  locations  had  been  approved  for  final  plan- 
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ning  or  execution.  They  will  ultimately  provide  new  housing  for  70,000 
families.  City  blocks  cleared  of  slums,  and  construction  projects  on  pre¬ 
viously  blighted  sites,  are  visible  in  an  increasing  number  of  places. 

Also  Important  for  the  future,  as  well  as  for  the  recent  past,  are  the  steps 
taken  in  1954  to  make  Federal  programs  for  the  insurance  of  housing  loans 
more  effective.  FHA  terms  for  mortgage  insurance  on  existing  properties 
were  liberalized  to  facilitate  the  movement  of  families  to  better  accommoda- 
tion-s.  Insurance  of  mortgages  on  properties  in  urban  renewal  areas  was 
permitted  in  order  to  hasten  redevelopment.  The  maximum  insurable 
mortgage  amounts  for  ow’ner-occupied,  rental,  and  cooperative  housing, 
which  had  remained  unchanged  for  years,  were  finally  brought  into  adjust¬ 
ment  with  postwar  building  costs.  Funds  for  home  improvement  were 
made  more  readily  available  by  permitting  FHA  to  insure  supplementary 
loans  under  an  open-end  mortgage.  Consumer  protection  was  improved 
by  requiring  builders  who  do  their  financing  with  Federally  underwritten 
mortgages  to  deliver  warranties  to  home  purchasers.  Malpractices  under 
the  FHA  home  repair  and  modernization  program  were  brought  under 
control  by  limiting  the  eligibility  for  loan  insurance  to  improvements  that 
add  to  the  basic  utility  of  homes,  and  by  requiring  lenders  to  assume  10 
percent  of  any  loss  on  insured  loans. 

Of  late,  considerable  effort  has  also  been  devoted  to  encouraging  the  use 
of  private  capital  where  public  funds  would  otherwise  be  required.  A  new 
charter  was  drawn  for  the  Federal  National  Mortgage  Association  (FNMA) , 
which  provides  for  the  eventual  retirement  of  its  government  capital.  Steps 
were  taken  to  restrict  the  use  of  FNMA  as  a  primary  source  of  mortgage 
funds,  although  its  authority  to  assist  special  housing  programs  was  con¬ 
tinued.  A  Voluntary  Home  Mortgage  Credit  Program  was  established 
under  the  auspices  of  the  Housing  and  Home  Finance  Agency.  Through 
this  program  the  flow  of  private  mortgage  funds  into  remote  areas  and  to 
minority  groups  is  being  augmented. 

While  further  progress  in  promoting  extension  of  home  ownership  and 
improvement  of  urban  communities  can  be  expected  of  existing  govern¬ 
mental  programs,  their  effectiveness  would  be  enhanced  by  certain  legisla¬ 
tive  changes.  First,  as  proposed  earlier  in  this  Report,  the  mortgage  insur¬ 
ance  program  should  be  amended  in  the  interest  of  increasing  the  availability 
of  adequate  housing  for  older  persons.  Second,  in  order  to  serve  more 
effectively  the  objectives  of  urban  renewal,  any  community  that  seeks  Fed¬ 
eral  assistance  for  public  housing  should  be  required  to  adopt  a  workable 
program  for  the  prevention  and  elimination  of  slums.  To  further  the  same 
objectives,  a  public  housing  program  of  35,000  dwelling  units  for  each  of 
the  next  two  years  should  be  authorized.  Third,  in  order  to  facilitate  home 
improvements,  the  permissible  size  of  insured  repair  and  modernization 
loans,  which  has  remained  unchanged  on  the  statute  books  despite  the  great 
nsc  in  building  costs  during  the  past  fifteen  years,  should  be  increased. 
This  insurance  program  has  proved  very  useful  in  promoting  home  im- 


8i 


provements;  it  is  now  safeguarded  against  abuse  and  should  be  given  per¬ 
manent  status.  Finally,  the  authorization  of  home  mortgage  insurance  by 
FHA  should  be  increased  and  put  on  a  more  permanent  basis. 

IV.  Enlarging  Public  Assets 

All  levels  of  government  share  a  responsibility  for  providing  the  public 
improvements  on  which  the  general  welfare  and  the  growth  of  the  private 
economy  heavily  dejsend.  In  projects  which  clearly  involve  the  national 
interest  and  are  beyond  the  economic  competence  of  l(x:al  bodies,  the  Fed¬ 
eral  Government  must  play  a  key  role.  But  its  part  in  these  essential  pro- 
grams  must  be  performed  so  as  to  encourage  rather  than  displace  the 
necessary  efforts  of  State  and  local  agencies. 

Public  construction  has  risen  sharply  since  the  end  of  World  War  II 
and  has  been  proceeding  at  a  brisk  pace  in  the  last  few  years.  When  mill- 
tary,  atomic  energy,  and  other  industrial  components  of  public  construction 
are  excluded  and  adjustments  are  made  for  price  changes,  it  appears  that 
the  volume  of  public  construction  in  1953-55  surpassed  any  earlier  three- 
year  period.  New  public  construction  amounted  to  about  35  billion  dol- 
lars  in  these  years,  with  about  two-thirds  of  this  total  accounted  for  by 
State  and  local  governments. 

But  a  great  backlog  of  necessary  public  works  remains.  This  is  largely 
the  consequence  of  heavy  expenditures  for  our  national  security  during 
and  since  World  War  II,  coupled  with  unexpected  population  gains.  Out¬ 
lays  for  public  construction  during  the  next  few  years  should  be  large 
enough  to  contribute  decisively  toward  removing  this  backlog,  replacing 
obsolete  facilities,  and  providing  for  normal  growth.  The  stock  of  public 
facilities  must  be  increased,  so  that  it  will  be  commensurate  with  the  growth 
of  private  wealth  and  the  improvement  in  the  level  of  living  of  a  rapidly 
increasing  population.  Deficiencies  in  essential  public  works  can  seriously 
restrict  economic  progress.  It  would  be  shortsighted  to  subject  our  economy 
to  such  a  hazard. 

Among  the  deficiencies,  none  is  more  important  for  the  Nation’s  future 
than  the  shortage  of  school  classrooms,  which  accumulated  partly  during 
the  years  of  depression  and  war,  when  school  construction  was  severely 
curtailed,  and  partly  in  the  early  postwar  period,  when  it  failed  to  keep 
pace  with  the  growth  of  the  school-age  population.  In  the  last  few  years 
expenditures  on  school  construction  have  risen  encouragingly,  and  build¬ 
ing  is  currently  prcx:eeding  at  the  record  rate  of  67,000  schcwlrooms 
per  year.  However,  even  at  this  rate  of  construction  it  would  take  many 
years  to  remove  the  backlog,  which  is  estimated  at  over  200,000  rooms,  since 
the  greater  part  of  the  new  construction  must  provide  for  growth  and 
replacements. 

The  provision  of  school  buildings  has  been  traditionally  a  State  and  local 
function.  It  is  highly  desirable  that  it  remain  just  that.  At  the 
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same  time,  it  has  become  clear  that  in  the  absence  of  Federal  aid,  the 
existing  shortage  of  schoolrooms  will  long  continue  in  many  communities, 
to  the  detriment  of  the  entire  Nation.  If  the  critical  shortage  that  now 
exists  is  to  be  largely  corrected  over  the  next  few  years.  Federal  assistance 
is  essential.  This  conclusion  has  been  reached  by  many  students  of  school 
problems,  and  it  has  recently  been  endorsed  by  the  White  House  Conference 
on  Education,  which  reflected  the  results  of  serious  deliberation  in  earlier 
meetings  of  citizens  throughout  the  land.  In  view  of  existing  needs  and 
circumstances,  the  Congress  is  urged  to  authorize  a  program  of  Federal 
aid  for  school  construction  which,  over  a  five-year  period,  could  be  expected 
to  stimulate  the  States  and  localities  to  sufficiently  greater  efforts  to  remove 
the  accumulated  shortage.  Specifically,  the  Congress  is  requested  to 
authorize  Federal  matching  grants  to  the  States,  to  be  used  in  districts  that 
are  themselves  unable  to  provide  urgently  needed  public  school  facilities. 
Loans  should  also  be  made  available  to  facilitate  school  financing,  in  a  man¬ 
ner  and  under  conditions  that  are  set  out  in  the  special  Message  of  January 
12,  1956.  At  the  end  of  five  years,  when  it  may  be  expected  that  school 
facilities  will  again  be  adequate.  Federal  aid  can  and  should  terminate. 

Other  shortages  of  educational  plant  exist  at  the  present  time.  In  par¬ 
ticular,  there  are  grave  inadequacies  in  our  facilities  for  medical  research 
and  for  training  the  large  number  of  physicians,  dentists,  and  health 
scientbts  required  by  our  rapidly  growing  p>opulation.  Since  private  bene¬ 
factions  cannot  fully  fill  the  gap,  it  is  recommended  that  the  Congress  au¬ 
thorize  a  five-year  program  of  Federal  construction  grants  to  assist  medical 
and  dental  schools  to  improve  their  physical  facilities  for  research  and 
teaching.  Also,  the  Federal  loan  program  for  college  housing  should  be 
continued,  but  on  a  basis  that  will  bring  forth  the  large  volume  of  private 
funds  that  is  necessary  to  meet  growing  requirements. 

The  construction  of  hospital  and  related  facilities  has  been  substan¬ 
tially  augmented  in  recent  years,  in  part  because  it  has  been  bolstered  by  700 
million  dollars  of  Federal  grants.  These  have  been  made  under  the  Hos¬ 
pital  and  Medical  Facilities  Survey  and  Construction  Program,  which 
provides  matching  grants  to  the  States  for  the  construction  of  hospitals  and 
related  health  facilities.  This  program  is  being  administered  with  close 
attention  to  the  needs  of  low-income  groups  and  rural  areas.  The  Con¬ 
gress  is  requested  to  extend  the  program  for  an  additional  two  years. 
Federal  insurance  of  mortgage  loans  for  the  construction  or  improvement  of 
private  health  facilities  is  again  recommended. 

The  importance  of  completely  modernizing  the  Interstate  Highway  Sys¬ 
tem,  which  links  together  the  principal  cities  by  40,000  miles  of  road,  is 
so  clear  and  so  widely  recognized  that  it  requires  no  elaboration  in  this 
Report.  The  country  urgently  needs  an  integrated  network  of  safe,  con- 
trolled-access  highways  to  relieve  existing  congestion  and  to  provide  for 
the  expected  growth  of  motor  vehicle  traffic.  A  modernized  interstate 


system  would  also  help  to  strengthen  the  Nation’s  defenses  and  to  reduce 
the  toll  of  human  life  exacted  each  year  in  highway  accidents.  The  Con¬ 
gress  is  zigain  urged  to  consider  and  to  provide  for  the  full  modernization  of 
the  Interstate  Highway  System.  It  was  suggested  last  year  that  this  vast  road 
program  be  financed  by  an  independent  authority  created  by  the  Congress, 
and  that  interest  and  amortization  on  the  highway  debt  be  paid  out  of  the 
excess — which  may  be  expected  to  increase — of  Federal  revenues  from 
present  gasoline  and  lubricating  oil  taxes  over  current  Federal  grants-in-aid 
for  roads.  If  this  financing  plan  is  not  satisfactory  to  the  Congress,  a  sound 
alternative  not  involving  budget  deficits  should  be  devised.  Since  the  need 
for  improved  highway  facilities  is  becoming  more  and  more  pressing,  the 
whole  interstate  system  should  be  authorized  as  one  project,  to  be  completed 
in  about  ten  years. 

By  the  nature  of  the  projects  involved,  the  Federal  Government  must 
play  a  key  role  in  the  conservation  and  development  of  water  resources. 
In  1953-55,  over  2  billion  dollars  of  Federal  funds  were  expended  for  the 
construction  of  facilities  of  this  type.  Recent  legislative  and  administrative 
actions  have  strengthened  both  public  and  private  activities  in  the  sphere 
of  water  resource  conservation  and  development.  The  St.  Lawrence  Seaway 
was  authorized  in  1954,  after  many  years  of  discussion.  In  the  same  year, 
the  conservation  of  soil  and  water  resources  was  advanced  by  allowing 
outlays  made  by  farmers  on  water  projects  to  be  treated  as  a  current  expense 
for  tax  purposes,  by  expanding  the  provision  of  governmental  loans  for  such 
projects,  and  by  establishing  a  cooperative  program  with  State  and  local 
agencies  for  the  construction  of  small  dams  and  related  works.  The  Report 
of  the  President’s  Advisory  Committee  on  Water  Resources  Policy  has 
recently  been  transmitted  to  the  Congress.  This  report  sets  forth  a  com¬ 
prehensive  policy  for  the  conservation  and  development  of  the  Nation’s 
water  resources.  It  stresses  the  need  for  greater  uniformity  in  the  evalua¬ 
tion  of  projects,  their  authorization,  and  their  cost-sharing  provisions,  as 
well  as  close  and  continuous  collaboration  with  local  groups.  In  due  course, 
legislative  proposals  will  be  submitted  to  implement  the  recommendations 
of  this  Committee. 

In  the  conservation  and  development  of  water  resources,  including  power, 
the  Federal  Government  should  continue  to  advance  the  partnership  prin¬ 
ciple,  as  exemplified  by  projects  such  as  John  Day,  Markham  Ferry’,  and 
Cougar.  It  should  continue  to  encourage  leadership  from  local  source*, 
whether  private  or  public,  and  assume  an  active  role  only  where  it  has 
some  particular  competence — that  is,  where  the  projects  are'  especially 
complex  or  large,  where  interstate  conflicts  are  involved,  or  where  there  is 
a  clear  impact  on  the  national  interest.  The  Upper  Colorado  River  project, 
which  is  vital  to  several  States  and  which  involves  generation  of  power, 
irrigation,  municipal  water  supply,  flood  control,  and  other  functions,  is  an 
outstanding  example  of  the  type  of  project  that  the  Federal  Government 
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should  undertake.  Recommendations  concerning  this  project  and  other 
needed  developments  of  water  resources  are  presented  in  the  Budget 
Message. 

The  increasing  scarcity  of  water  makes  it  mandatory  that  its  waste  be 
prevented.  Pollution  of  streams  and  lakes  is  a  flagrant  example  of  waste. 
Hence,  the  extension  and  strengthening  of  the  Water  Pollution  Control  Act 
are  again  urged. 

Expenditures  on  atomic  energy  construction  have  in  recent  years  ac¬ 
counted  for  a  signifleant  part  of  total  Federal  construction  expenditures. 
In  1953-55  they  amounted  to  2.7  billion  dollars.  They  are  now  tapering 
off  with  the  completion  of  important  projects.  Private  investment,  while 
still  modest,  is  being  accelerated  under  the  stimulus  of  the  Atomic  Energy 
Act  of  1954.  In  the  spirit  of  this  law,  the  Atomic  Energy  Commission  has 
given  technical  and  financial  assistance  to  development  of  private  atomic 
power  plants,  has  invited  private  participation  in  the  supplying  of  atomic 
energy  materials  and  services,  has  provided  access  to  technical  information, 
and  has  released  its  patents  without  royalty.  This  cooperation  of  govern¬ 
ment  and  industry  is  bringing  the  goal  of  competitively  priced  atomic 
electric  jX)wer  closer  to  realization. 

The  limitation  of  Federal  efforts  to  their  proper  sphere  in  the  construc¬ 
tion  of  public  assets  will  require  the  States  and  localities  to  continue  assum¬ 
ing  heav7  responsibilities  for  public  works.  There  can  be  little  doubt  that 
the  great  majority  of  them  have  both  the  economic  and  financial  capability 
of  doing  so.  In  some  cases,  however.  State  constitutions  or  State  and  local 
statutes  which  currently  restrict  borrowing  may  need  to  be  revised.  Smaller 
communities  seeking  to  raise  capital  for  public  improvements  would  also 
be  aided  by  a  revision  of  the  Federal  tax  laws,  such  as  was  recommended 
last  year,  to  allow  a  regulated  investment  company,  holding  the  bulk  of  its 
assets  in  the  form  of  tax-exempt  securities,  to  pass  through  to  its  shareholders 
the  tax-exempt  status  of  the  income  received  on  such  securities. 

V.  Improving  Skills  and  Technology 

The  swift  pace  of  scientific  knowledge  brings  both  new  opportunities 
and  new  responsibilities.  What  we  as  a  people  do,  or  fail  to  do,  to  improve 
skills,  to  train  sfiecialists  in  the  sciences  and  in  engineering  and  other 
applied  fields,  and  to  add  to  scientific  and  technical  knowledge  will  have  a 
vital  bearing  on  our  national  security  and  on  the  level  of  living  of  future 
generations. 

The  problem  of  improving  skills  and  building  new  knowledge  has  several 
aspects.  The  provision  of  adequate  physical  facilities  for  training  and 
research  is  one  of  them.  Progress  in  this  direction  is  being  made  by  the 
present  high  rate  of  construction  of  facilities  and  will  be  hastened  by  the 
Federal  programs  that  have  been  recommended  above.  Another  basic 
aspect  of  the  problem — adding  to  the  supply  of  trained  personnel  to  staff 
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the  physical  facilities — presents  greater  difficulties.  As  pointed  out  in  a 
special  Message  to  the  Congress  in  February  1955,  the  shortage  of  teachen, 
while  less  obvious  than  the  shortage  of  classrooms,  is  the  more  serious. 
Shortages  of  personnel  exist  also  in  various  branches  of  scientific  research 
and  development  and  in  numerous  technical  specialties. 

Primary  resp>onsibility  for  meeting  the  critical  shortage  of  teachers  rests 
with  educational  institutions,  the  States,  and  local  communities.  All  practi¬ 
cable  steps  should  be  taken  by  them  to  attract  suitably  trained  individuals 
to  the  teaching  profession.  In  this  connection,  sp)ecial  attention  should  be 
given  to  the  need  for  better  high  school  instruction  in  science  and  mathe¬ 
matics.  The  supply  of  scientific  and  engineering  manpsower,  so  vital  to  our 
military  security  and  future  prosperity,  depends  to  a  large  degree  on  the 
availability  and  quality  of  such  instruction.  Physics  and  chemistry  are  not 
taught  at  all  in  many  high  schools,  and  in  many  others  the  teaching  of  these 
subjects  is  seriously  deficient.  The  experimental  program  of  supplementary 
training  for  teachers  in  science,  mathematics,  and  engineering,  which  the 
National  Science  Foundation  has  under  way,  should  help  to  raise  the  quality 
of  instruction  in  these  subjects.  An  enlarged  appropriation  for  this  purpose 
is  needed. 

Private  and  public  institutions  of  higher  learning  are  the  means  through 
which  we  must  overcome  the  shortages  of  personnel  in  engineering,  medi¬ 
cine,  scientific  research,  and  other  areas.  The  newly  recommended  pro¬ 
gram  for  adding  to  the  physical  facilities  for  research  and  training  in  medi¬ 
cine  and  dentistry,  which  has  already  been  noted,  will  help  to  meet  certain 
of  these  needs.  Other  activities  of  the  Federal  Government  to  encourage 
higher  education  should  also  be  strengthened,  notably  the  program  of 
research  grants  and  graduate  fellowships  administered  by  the  National 
Science  Foundation,  the  program  of  research  and  training  supported  by  the 
Atomic  Energy  Commission,  and  the  various  programs  of  the  Department 
of  Health,  Education,  and  Welfare  for  training  nurses,  for  medical  research, 
and  for  research  on  air  and  water  pollution. 

These  programs,  important  as  they  are,  should  not  obscure  the  need 
for  balanced  expansion  of  our  liberal  arts  colleges,  universities,  and  technical 
institutes.  The  increased  need  for  advanced  training  and  the  prospective 
growth  of  student  enrollments  pose  difficult  and  far-reaching  problems, 
which  should  be  thoroughly  explored  by  the  Office  of  Education  together 
with  private  and  public  institutions  of  higher  learning.  A  distinguished 
group  of  educators  and  citizens  will  soon  be  appointed  to  consider, 
through  study  and  conferences,  the  immediate  and  long-range  efforts  which 
must  be  made  to  reach  appropriate  solutions  to  the  problems  facing  our 
colleges  and  universities. 

The  future  improvement  of  our  level  of  living,  no  less  than  our  military 
security,  is  heavily  dependent  on  research  in  the  basic  sciences  and  tech¬ 
nology.  Our  willingness  to  invest  huge  sums  for  this  purpose  b  one  of  the 
outstanding  reasons  for  the  pre-eminence  of  American  science  and  industry. 
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Total  public  and  private  expenditures  for  research  and  development  are 
now  estimated  to  be  running  at  5  billion  dollars  per  year,  if  not  higher. 
Federal  outlays  for  research  and  development,  most  of  which  is  conducted 
in  industrial  and  university  laboratories,  have  in  recent  years  been  above 
2  billion  dollars  per  year,  and  some  increase  in  expenditures  for  these 
purposes  has  been  projected  for  the  next  fiscal  year. 

Most  of  the  Federal  funds  for  research  and  development  are  devoted 
to  projects  of  the  Defense  Department  and  the  Atomic  Energy  Commission. 
But  as  the  Economic  Report  of  January  1954  emphasized,  such  projects 
may  also  be  expected  to  enrich  civilian  technology.  Indeed,  many  recent 
tendencies  in  private  industrial  technology  are  traceable  to  pioneering  Fed¬ 
eral  projects  with  a  military  accent.  Among  these  tendencies  are  the  drive 
toward  competitively  priced  atomic  power,  the  application  of  radioisotopes, 
the  automatic  assembly  of  radio  and  television  set  components,  the  use  of 
transistors  and  miniature  vacuum  tubes,  the  adaptation  of  electronic  compu¬ 
ters  to  office  work,  the  experimental  cold  sterilization  of  food  by  radiation, 
the  formulation  and  fabrication  of  titanium  and  magnesium  alloys,  and  the 
design  of  turboprop  and  jet  commercial  airliners.  Still  more  remarkable 
prospects  for  peacetime  technology  are  being  opened  up  by  research. 

Such  marvels  of  science  and  technology  sometimes  cause  concern,  lest 
they  lead  to  unemployment.  However,  our  history  teaches  that  new  prod¬ 
ucts  and  new  techniques,  instead  of  reducing  the  total  number  of  jobs, 
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extend  employment  in  new  directions,  increase  its  amount,  and  add  abun¬ 
dantly  to  its  fruits.  Although  adjustments  for  some  individuals  arc  made 
necessary'  by  technological  changes,  they  can  usually  be  carried  out  with 
little  difficulty  when  the  oscillations  of  the  business  cycle  are  kept  under 
reasonably  good  control.  The  need  of  a  strong  system  of  unemployment 
insurance  to  ease  f>crsonal  adjustments  is  stressed  later  in  this  Report. 

VI.  Promoting  the  International  Flow  of  Good.s  and  Cafmtal 

The  orderly  growth  of  our  economy  exerts  a  strongly  favorable  influence 
throughout  the  world.  In  turn,  economic  developments  abroad  are  of 
profound  importance  to  us.  Recent  experience  illustrates  this  interde¬ 
pendence.  By  1953  the  nations  of  the  Free  \Vorld  had  achieved  sufficient 
economic  strength  to  be  able  to  absorb  the  adverse  reactions  from  the  mild 
contraction  that  got  under  way  in  the  United  States  that  year.  Not  only 
that,  but  they  continued  buying  from  us  on  a  scale  that  helped  to  check 
our  economic  decline  and  to  speed  renewed  expansion.  In  turn,  the 
resumed  rise  of  our  imports  tow'ard  the  end  of  1954,  reinforced  by  a  heavy 
outflow  of  private  capital,  helped  to  sustain  economic  expansion  in  other 
parts  of  the  Free  World  and  thereby  stimulated  further  expansion  in  our 
own  exports  during  the  past  year. 

It  is  clear  that  our  long-term  interests  are  well  serv’cd  by  expansion  of 
the  international  flow  of  goods,  capital,  enterprise,  and  technology.  Sound 
piolicies  to  promote  these  ends  will  powerfully  advance  our  national  security 
and  economic  welfare,  and  help  to  build  a  stronger  and  more  unified  com¬ 
munity  of  free  nations. 

Current  restrictions  on  the  flow  of  goods  and  capital  hamper  enter¬ 
prise  and  limit  the  real  income  of  consumers  both  here  and  abroad.  Despite 
the  progress  in  trade  liberalization  achieved  in  recent  years,  restrictions  arc 
still  numerous  and  widespread.  Reduction  of  these  barriers  requires  both 
direct  action  on  our  part  and  cooperation  with  other  nations.  Our  proper 
and  necessary  course  was  outlined  in  a  special  Message  of  March  1954, 
following  the  report  of  the  Commission  on  Foreign  Economic  Policy.  The 
Congress  responded  with  important  legislation  in  1954  and  1955,  but 
additional  action  is  urgently  needed. 

The  Trade  Agreements  Extension  Act  of  1955  has  continued  for  another 
three  years,  with  certain  modifications,  the  authority  initially  granted  in 
1934  by  the  Reciprocal  Trade  Agreements  Act.  The  1955  Act  grants  new 
powers  to  the  President  to  lower  tariffs  on  a  reciprocal  and  selective  basis. 
Individual  tariff  rates  may  be  reduced  by  5  percent  per  year  for  three  years, 
and  rates  that  are  in  excess  of  50  percent  ad  valorem  may  be  reduced  by 
annual  stages  to  that  level.  Experience  has  shown  that  the  “escape  clause" 
and  “peril  point”  provisions  of  the  Act,  which  are  designed  to  protect 
domestic  industries  against  serious  injury  from  duty  reductions,  are  broadly 
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consistent  with  our  basic  policy  of  trade  liberalization.  Experience  has 
also  shown  that  efforts  to  expand  world  trade  arc  most  effective  when 
tariff  reductions  arc  negotiated  on  a  reciprocal,  multilateral  basis.  Under 
the  authority  of  the  Trade  Agreements  Act,  selective  reductions  in  tariffs  on 
thousands  of  items  have  been  made  during  the  past  twenty  years,  and  they 
have  helped  materially  to  enlarge  our  exports  as  well  as  imports.  The  1955 
Act  has  paved  the  way  for  a  new  series  of  tariff  negotiations,  which  opened 
at  Geneva  on  January  18.  1956. 

The  chief  instrument  through  which  the  United  States  has  for  eight  years 
cooperated  with  other  countries  of  the  Free  World  in  reducing  trade  barriers 
is  the  General  Agreement  on  Tariffs  and  Trade  (GATT).  Negotiations 
under  the  GATT  are  more  effective  than  bilateral  negotiations.  They  have 
won  for  us  tariff  concessions  on  items  accounting  for  about  50  percent  of 
the  value  of  our  exf)orts.  Moreover,  through  consultations  with  other 
GATT  members,  we  have  secured  the  abolition  of  discriminatory  restric¬ 
tions  on  our  exp>orts  of  such  important  items  as  coal,  apples,  cigarettes, 
lumber,  potatoes,  textiles,  automobiles,  tobacco,  petroleum,  wool,  and 
motion  pictures.  Several  European  countries  have  removed  all  discrimi¬ 
natory  restrictions  against  dollar  trade. 

To  correct  certain  shortcomings  in  the  working  rules  and  administrative 
machinery  of  GATT,  which  have  been  recognized  for  some  time,  the  34 
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GATT  members  completed  in  March  1955  a  revision  of  the  basic  Agreement 
and  proposed  an  administrative  agency — the  Organization  for  Trade  Coop, 
eration  (OTC).  Membership  in  the  OTC  would  enlarge  the  advantages 
the  United  States  already  enjoys  under  the  GATT.  It  would  also  give 
assurance  to  the  rest  of  the  Free  World  of  our  continuing  interest  in  expand¬ 
ing  the  international  flow  of  goods  and  capital.  Early  passage  of  legislation 
authorizing  our  membership  in  the  Organization  for  Trade  Cooperation 
is  of  high  importance. 

Customs  regulations  are  capable  of  creating  barriers  to  international 
trade,  no  less  serious  than  the  customs  duties  themselves.  Delays  and 
inconvenience  arising  from  customs  regulations  have  been  reduced  in  the 
past  two  years,  and  the  Treasury  Department  is  continuing  to  review  its 
procedures  with  a  view  to  simplifying  them.  Congressional  action,  how¬ 
ever,  is  needed  to  facilitate  further  progress.  The  basic  purpose  of  the 
Customs  Simplification  Bill  of  1955,  which  the  House  passed  in  the  first 
session  of  the  84th  Congress,  is  to  diminish  uncertainties  and  delays  by 
simplifying  the  present  system  of  customs  valuation.  Modifications  of  this 
bill  have  been  suggested  to  avoid  unintended  reductions  in  individual 
duties  that  would  result  from  the  proposed  change  in  valuation  proc^ 
dures.  Early  enactment  of  such  a  suitably  revised  bill  will  constitute  a 
significant  advance  in  our  foreign  economic  policy. 

The  need  for  simplifying  our  tariff  rate  structure,  which  the  Commission 
on  Foreign  Economic  Policy  had  emphasized,  was  recognized  by  the  Con¬ 
gress  in  the  Customs  Simplification  Acts  of  1953  and  1954.  As  directed 
by  the  latter  Act,  the  Tariff  Commission  is  studying  present  commodity 
classifications  and  rate  structures.  Legislation  will  be  needed  in  due  course 
to  authorize  revisions  of  our  tariff  classification  schedules.  In  the  mean¬ 
time,  other  restraints  on  international  commerce,  those  arising  under  the 
Buy-American  Act  of  1933,  were  modified  by  an  Executive  Order  of  Decem¬ 
ber  1954,  which  has  resulted  in  the  removal  of  a  great  deal  of  uncertainty 
for  foreign  bidders  who  seek  government  contracts. 

The  field  of  foreign  investment  also  offers  opportunities  to  encourage 
economic  activity  and  trade  on  a  world  scale.  A  larger  outflow  of  Ameri¬ 
can  capital  would  benefit  both  ourselves  and  other  economies.  By  helping 
to  develop  the  resources  of  friendly  countries,  it  would  enlarge  and  diver¬ 
sify  the  supply  of  materials  on  which  we  can  draw.  At  the  same  time,  it 
would  enable  less  developed  countries  to  achieve  higher  rates  of  economic 
growth  and  to  become  more  active  partners  in  the  trade  of  the  Free  World 
To  the  greatest  extent  possible,  the  funds  for  foreign  investrticnt  should 
come  from  private  sources.  When  private  capital  moves  abroad,  it  is  often 
accompanied  by  the  export  of  technical,  managerial,  and  financial  skills. 
Such  benefits  cannot  be  realized  as  effectively  through  government  loan;. 

It  is  highly  desirable,  as  stressed  in  last  year’s  Economic  Report,  that  we 
“encourage  investment  in  all  countries  whose  desire  to  speed  their  economic 
development  has  led  them  to  create  a  hospitable  climate  for  business  invest- 
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mcnt.”  The  recommendations  made  in  that  Report,  with  respect  to  the 
taxation  of  corporate  income  from  foreign  sources,  have  not  yet  been  acted 
on  by  the  Congress.  Legislation  on  these  proposals,  which  can  have  a  signifi¬ 
cant  influence  on  foreign  investment,  is  again  requested.  Also,  the  lending 
authority  of  the  Export-Import  Bank  should  be  extended  beyond  June  30, 
1958.  This  would  enable  the  Bank — which  has  actively  encouraged  the 
outflow  of  private  capital  by  its  loan  participation,  credit  guarantees,  and 
loan  supplements  to  private  venture  capital — to  finance  projects  that  call  for 
advances  over  a  period  longer  than  two  years. 

The  United  States  has  recently  taken  steps  to  participate  in  the  Interna¬ 
tional  Finance  Corporation  (IFC),  which  is  to  be  affiliated  with  the  Inter¬ 
national  Bank  for  Reconstruction  and  Development.  The  IFC  will  begin 
operations  as  soon  as  at  least  30  countries,  out  of  the  44  member  countries  of 
the  Bank  that  have  indicated  an  intention  to  join,  have  together  subscribed 
75  million  dollars.  The  IFC  will  make  loans  to  supplement  venture  capital 
going  into  productive  private  enterprises  abroad,  particularly  in  the  less 
developed  areas  of  the  world,  and  it  will  also  help  to  find  exjjerienced  man¬ 
agement  where  needed.  The  new  institution  is  exp)ccted  to  expand  invest¬ 
ment  abroad  by  its  own  lending  and  also  by  helping  to  create  an  investment 
climate  in  foreign  countries  that  will  be  more  attractive  to  their  own  citizens 
as  well  as  those  of  other  nations. 

The  rate  of  economic  progress  is  bound  to  play  a  vital  role  in  the  struggle 
between  the  principles  of  freedom  and  those  of  regimentation  in  the  jxx)rer 
and  less  develojied  areas  of  the  Free  World.  Our  economic  development  and 
technical  ctx)pcration  programs  for  raising  living  standards  in  these  areas  are 
proving  helpful  and  should  be  moderately  expanded,  with  special  emphasis 
on  activities  that  encourage  local  private  enterprise  and  the  inflow  of  private 
capital  from  abroad.  The  Mutual  Security  Program,  of  which  these  eco¬ 
nomic  programs  are  a  part,  must  be  continued.  High  though  our  expendi¬ 
tures  on  national  security  are,  they  would  be  vastly  higher  if  we  did  not  have 
strong  allies. 

The  United  States  can  take  pride  in  the  progress  that  has  been  achieved 
in  cooperation  with  other  countries  in  enlarging  the  mutually  advantageous 
flow  of  goods,  capital,  technology,  and  enterprise  within  the  Free  World 
community.  Continuance  of  this  trend  will  build  an  international  environ¬ 
ment  that  is  increasingly  favorable  to  the  maintenance  of  peace  and  the 
extension  of  prosperity. 

VII.  Increasing  the  Stability  of  Our  Expanding  Economy 

Economic  improvement,  whether  by  our  own  actions  or  in  cooperation 
vvith  other  nations  of  the  Free  World,  is  always  subject  to  the  risk  of  interrup¬ 
tion  by  business  fluctuations.  The  mere  fact  that  they  have  been  kept  under 
good  control  in  recent  years  is  not  an  adequate  basis  for  concluding  that  the 
business  cycle  has  been  ironed  out,  or  that  we  need  be  concerned  no  longer 
about  the  possibility  of  running  into  a  sizable  recession  or  inflation.  The 
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need  for  poise  and  foresight  on  the  part  of  business,  labor,  and  government  is 
undiminished.  As  we  build  for  the  Nation’s  future  prosjjerity,  we  must  strive 
to  promote  not  only  a  well-balanced  growth  of  the  economy,  but  also  a  rela¬ 
tively  stable  rate  of  growth.  Although  our  defenses  against  recession  and 
inflation  are  much  stronger  than  a  generation  ago,  we  should  try  to  make 
them  still  stronger. 

By  helping  to  maintain  buying  pxjwer  at  a  time  when  payrolls  diminish, 
our  Federal-State  Unemplo\Tnent  Insurance  System  constitutes  a  first  line  of 
defense  against  a  possible  recession.  Remarkable  advances  in  this  insurance 
sv’stcm  have  been  achieved  during  the  past  two  years.  In  1954  its  coverage 
was  broadened  by  the  Congress  to  include  civilian  employees  of  the  Federal 
Government  and  the  employees  of  many  small  firms.  Uninterrupted  pay¬ 
ment  of  benefits  by  States  whose  reserve  funds  become  low  was  practically 
assured  by  the  establishment  of  a  special  Federal  loan  fund.  Steps  were 
taken  to  equalize  the  tax  impact  of  the  System  on  new  and  old  firms,  thereby 
removing  a  barrier  to  the  establishment  and  early  growth  of  new  enter¬ 
prises.  These  Federal  actions  have  been  supplemented  by  the  States. 
In  these  two  years,  33  States,  besides  the  District  of  Columbia,  raised  the 
amounts  that  may  be  paid  weekly  to  unemployed  men  and  women  covered 
by  the  insurance  system.  Eight  States  and  the  District  of  Columbia 
lengthened  the  duration  of  the  period  for  which  unemployment  benefits 
may  be  paid,  and  four  States  extended  coverage  to  firms  with  fewer  em¬ 
ployees  than  the  minimum  set  by  Federal  law. 

Taken  together,  these  changes  represent  the  greatest  improvement  in  the 
Unemployment  Insurance  System  since  its  inception.  Nevertheless,  there 
is  need  for  further  progress.  The  last  two  Economic  Reports  have  suggested 
that  the  States  increase  benefits  so  that  the  great  majority  of  covered  workers 
will  be  eligible  for  payments  that  at  least  equal  half  their  regular  earnings; 
that  the  States  which  have  not  yet  done  so,  lengthen  the  term  of  benefits 
to  26  weeks  for  every’  person  who  qualifies  for  any  benefit  and  remains 
unemployed  that  long;  that  employees  of  State  and  local  governments  be 
given  the  protection  of  unemployment  insurance;  and  that  employees  of 
very’  small  firms,  which  arc  still  excluded  from  the  unemployment  insurance 
system  in  many  States,  be  accorded  this  protection.  Although  very  en¬ 
couraging  strides  have  recently  been  made  toward  these  goals,  they  have 
not  yet  been  realized.  The  States  are  again  urged  to  f>ersevere  in  the  task 
of  improvement,  so  that  the  stabilizing  influence  of  the  Unemployment 
Insurance  System  on  p>ersonal  incomes  may  be  enhanced. 

To  promote  stable  economic  growth,  it  would  also  be  desirable  to  increase 
the  influence  that  the  Federal  Government  can  exerci.se  on  consumer  credit. 
The  development  of  consumer  instalment  financing  has  been,  on  the  whole, 
highly  beneficial  to  our  economy.  By  its  means  the  homes  of  many  millions 
of  American  families  have  been  enriched  on  a  scale  that  would  otherwise 
have  proved  impossible.  The  soundness  of  this  type  of  credit  has  been 
repeatedly  tested  and  found  excellent.  Nevertheless,  instalment  credit 


sometimes  accentuates  swings  in  the  buying  of  automobiles,  furniture, 
television  sets,  and  other  consumer  durables,  thereby  exposing  the  rest  of 
the  economy  to  the  hazard  of  widened  fluctuations.  In  view  of  the  increas¬ 
ing  importance  of  the  durable  consumer  goods  industries  in  our  economy 
and  their  marked  tendency  to  fluctuate,  consideration  should  be  given  to 
restoring  the  Government’s  power  to  regulate  the  terms  of  consumer  instal- 
ment  credit. 

The  Board  of  Governors  of  the  Federal  Reserve  System  regulated  the 
terms  of  consumer  credit  during  1941-47  and  again  in  1948-49  under  an 
Executive  Order  of  the  President.  The  Defense  Production  Act  provided 
temporary  authority  to  reinstate  these  controls  in  1950,  but  this  p)ower  was 
withdrawn  by  the  amendments  to  that  Act  approved  June  30,  1952.  Expe¬ 
rience  during  the  recent  past  suggests  that  the  authority  to  set,  if  and  as 
circumstances  may  require,  minimum  downpayments  and  maximum  ma¬ 
turities  on  instalment  credit  for  the  purchase  of  consumer  durables  w'ould 
be  a  useful  adjunct  to  other  stabilizing  measures.  Its  availability  as  a 
stand-by  measure,  to  be  used  only  when  the  economic  situation  demands  it 
and  under  proper  administrative  safeguards,  would  increase  the  Govern¬ 
ment’s  ability  to  fulfill  its  responsibilities  under  the  Employment  Act. 
Although  present  conditions  do  not  call  for  the  use  of  such  authority  to 
regulate  the  terms  of  instalment  credit,  this  is  a  good  time  for  the  Congress 
and  the  Executive  Branch  to  study  the  problem. 

The  authority  of  the  Federal  Government  to  influence  the  use  of  credit 
in  the  purchase  or  improvement  of  homes  is  already  fairly  broad,  but  it 
would  be  useful  to  extend  it  in  two  directions.  First,  greater  flexibility 
should  be  introduced  in  the  terms  on  which  the  secondary  market  facilities 
of  the  Federal  National  Mortgage  Association  (FNMA)  can  be  used  by 
the  home  building  and  home  financing  industries.  At  the  present  time, 
mortgages  may  be  sold  to  FNMA  under  its  secondary  market  program  only 
on  the  condition  that  the  seller  acquire  the  Association’s  stock  in  an  amount 
equal  to  at  least  3  percent  of  the  value  of  the  mortgages  sold.  The  Board 
of  Directors  of  FNMA  should  be  authorized  to  set  this  stock  purchase 
requirement  at  or  above  1  percent,  on  the  basis  of  conditions  in  the  housing 
market  and  in  the  economy  generally.  By  reducing  the  permissible  stock 
purchase  requirement,  the  liquidity  provided  by  FNMA  to  the  home  mort¬ 
gage  market  could  be  more  effectively  increased,  if  the  economic  situation 
required  it. 

Second,  the  National  Housing  Act  should  be  amended  to  allow  the  Fed¬ 
eral  Housing  Administration  to  insure  home  repair  and  modernization 
loans  with  maturities  as  long  as  5  years.  The  maximum  maturity  for  in¬ 
sured  loans  of  this  type  is  now  3  years,  having  been  at  this  level  since  the 
1930’s.  An  extension  of  the  maximum  limit  to  5  years,  with  discretion 
granted  to  the  Federal  Housing  Commissioner  to  vary  the  maximum  ma¬ 
turity  in  the  light  of  economic  conditions,  would  permit  a  liberalization 
of  terms  if  and  when  some  stimulation  of  the  construction  industry  becomes 
desirable. 
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The  introduction  in  1934  of  insurance  for  bank  deposits  and  for  share 
accounts  in  savings  and  loan  associations  has  greatly  strengthened  the  capac* 
ity  of  our  economy  to  resist  possible  cumulative  effects  of  any  recessionary 
development.  The  extension  of  insurance  to  the  share  accounts  of  credit 
unions  would  be  a  useful  step  in  the  same  direction.  These  cooperative 
institutions  have  been  growing  rapidly.  By  mid- 1955  over  7.5  million 
people  had  about  2.5  billion  dollars  invested  in  credit  union  shares.  The 
loss  of  any  appreciable  part  of  these  savings  would  work  severe  hardships 
on  individuals  of  limited  means.  As  suggested  in  last  year’s  Economic 
Report,  the  Congress  should  consider  the  desirability  of  establishing  a  self- 
supporting  Federal  program  of  share-account  insurance  for  credit  unions. 
If  such  a  system  were  established,  it  would  be  essential  to  maintain  the 
proper  safeguards,  limitations,  and  supervision  that  go  with  an  insurance 
system. 

Finally,  as  has  long  been  recognized,  the  adjustment  of  public  works 
expenditure  can  be  helpful  in  achieving  a  stable  rate  of  economic  growth. 
For  this  reason  the  Administration  began  concerning  itself  with  the  system¬ 
atic  planning  of  public  works  early  in  1953.  For  a  time  this  activity  was 
centered  in  the  Council  of  Economic  Advisers.  Later,  to  give  the  planning 
work  added  emphasis  and  to  enlarge  its  scope,  a  unit  was  established  in  the 
White  House  Office  under  a  Special  Assistant  to  the  President  to  coordinate 
public  works  planning.  The  inventory  of  the  status  of  Federal  plans  for 
public  works,  which  was  initiated  nearly  three  years  ago,  is  now  maintained 
on  an  annual  basis.  A  survey  of  the  status  of  State  and  local  plans  for  public 
works  has  been  completed,  and  it  is  expected  that  similar  surveys  will  be 
made  biennially.  Recognizing  the  need  for  a  reserve  of  “ready-to-go”  proj¬ 
ects,  the  Congress  last  year  increased  the  provision  for  interest-free  loans  to 
States  and  municipalities  for  public  works  planning.  Still  another  forward 
step  would  be  taken  if  both  the  Executive  agencies  and  the  Congress  became 
accustomed,  in  connection  with  every  bill  on  public  construction,  to  consider 
the  possible  need  for  flexibility  in  public  works  prograiruning. 

VIII.  The  Creative  Power  of  a  Free  Economy 

The  broad  purpose  of  the  recommendations  in  the  foregoing  sections 
of  this  Report  has  been  to  develop,  in  the  language  of  the  Employment 
Act,  “national  economic  policies  to  foster  and  promote  free  competitive 
enterprise,  to  avoid  economic  fluctuations  or  to  diminish  the  effects  thereof,” 
and  “to  promote  maximum  employment,  production,  and  purchasing 
power.”  These  reconunendations  largely  concern  the  activities  and 
policies  of  the  Federal  Government.  But  important  as  these  activities  and 
policies  are,  we  must  never  lose  sight  of  the  fundamental  truth  expressed 
at  the  beginning  of  this  chapter,  namely,  that  the  lasting  prosperity  of  our 
Nation  depends  far  more  on  what  individuals  do  for  themselves  than  on 
what  the  Federal  Government  does  or  can  do  for  them. 
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When  many  millions  of  men  and  women  bring  about  general  economic! 
improvement  largely  through  their  own  actions,  they  do  more  than  create* 
prosperity  in  their  day.  They  also  strengthen  the  moral  roots  of  the 
industry,  the  enterprise,  and  the  resourcefulness  from  which  still  greater' 
prosperity  and  well-being  will  spring  in  the  future.  That  is  the  bask- 
reason  why  a  Nation  that  enjoys  a  high  degree  of  economic  freedom 
typically  generates  its  own  growth,  why  it  keeps  creating  new  technologiei,  i 
new  products,  new  markets,  new  enterprises,  new  jobs,  larger  incomes,  and : 
better  living.  That  is  why  we  are  still  in  the  midst  of  a  technological  ‘ 
revolution  in  agriculture,  conununications,  and  power,  of  which  there  wai  | 
only  a  glimmer  a  generation  ago.  That  is  why  we  may  look  forward  with  [ 
confidence  to  the  continued  growth  of  our  economy.  - 

Foresight  has  helped  our  Nation  make  great  strides  in  recent  years  toward  ! 
a  balanced  and  sustained  prosperity.  We  have  succeeded  in  expanding  ' 
the  scope  of  free  enterprise,  and  yet  increased  the  sense  of  security  that  I 
people  need  in  a  highly  industrialized  age.  Great  opportunities  for ; 
economic  progress  lie  ahead.  The  recommendations  of  this  Report  will 
prove  helpful  to  the  American  people  in  pursuing  them.  j 


96 


